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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 


Certain statements contained in this Annual Report on Form 10-K under the captions “Business”, 
‘““Management’s Discussion and Analysis of Financial Condition and Results of Operations” and elsewhere in 
this Annual Report constitute “forward-looking statements” within the meaning of the Private Securities 
Litigation Reform Act of 1995. When used in this document, the words “anticipate,” “believe” “estimate” 
and “expect” and similar expressions, as they relate to the Company or its management, are intended to 
identify forward-looking statements. Such statements reflect the current views of the Company with respect to 
future events and are subject to certain risks, uncertainties and assumptions. Many factors could cause the 
actual results, performance or achievements of the Company to be materially different from any future results, 
performance or achievements that may be expressed or implied by such forward-looking statements, including, 
among others, the risks discussed in Item 7 “Management’s Discussion and Analysis of Financial Condition 
and Results of Operations” and risks discussed from time to time in the Company’s filings with the Securities 
and Exchange Commission and other regulatory authorities. Should one or more of these risks or uncertainties 
materialize, or should assumptions underlying the forward-looking statements prove incorrect, actual results 
may vary materially from those described herein as anticipated, believed, estimated or expected. Philip does 
not intend, and does not assume any obligation, to update these forward-looking statements. 


CURRENCY 


The Company reports in U.S. dollars and therefore all dollar amounts stated in this Form 10-K are 
expressed in U.S. dollars, except where otherwise indicated. 


PART I 


ITEM 1. BUSINESS 
Introduction 


Philip Services Corp. (“Philip” or the “Company”) is an integrated metals recovery and industrial 
services company, which provides metals recovery and processing services, by-products recovery, utilities 
management and industrial outsourcing services to major industry sectors from over 280 locations across 
North America and Europe. The Company’s primary base of operations is in the United States. See Note 22 
to the Company’s audited Consolidated Financial Statements which appears on pages 64 and 65 of this 
Form 10-K. 


Philip is a company amalgamated under the laws of the Province of Ontario pursuant to a Certificate and 
Articles of Amalgamation dated April 15, 1991. On May 22, 1997, a Certificate and Articles of Amendment 
under the Business Corporations Act (Ontario) were issued changing the name of the Company from Philip 
Environmental Inc. to Philip Services Corp. 


The Company’s business is organized into two operating divisions, the Metals Services Group and the 
Industrial Services Group. The Metals Services Group’s primary business operations are ferrous processing 
and industrial metals services. The ferrous metals operations include the collection and processing of ferrous 
scrap materials for shipment to steel mills and the provision of significant brokerage services for scrap 
materials. The industrial metals services include engineering and construction management, on-site services, 
by-product management and coil processing and distribution services to steel mills. The Metals Services 
Group primarily services the steel, foundry and automotive industries. See Note 22 to the Company’s audited 
Consolidated Financial Statements which appears on pages 64 and 65 of this Form 10-K for the revenue, 
income (loss) from operations and total assets of the Metals Services Group for the fiscal years ended 
December 31, 1998, 1997 and 1996. 


The Industrial Services Group is an integrated provider of by-products recovery, industrial outsourcing 
and utilities management services with a network of over 250 facilities. By-products recovery includes solvent 
distillation, engineered fuel blending, paint overspray recovery, organic and inorganic waste collection 
processing and polyurethane recycling. Industrial outsourcing services include cleaning and maintenance, 
waste collection and transportation, container services and tank cleaning, turnaround and outage services, 
mechanical contracting, refractory services, decommissioning and remediation, analytical services and 
emergency response services. The utilities management business provides services to industrial and municipal 
water and wastewater treatment plants, power plants and related infrastructure. The Industrial Services Group 
primarily services the automotive, refining and petrochemical, oil and gas, pulp and paper, steel, transportation 
and utilities industries. See Note 22 to the Company’s audited Consolidated Financial Statements which 
appears on pages 64 and 65 of this Form 10-K for the revenue, income (loss) from operations and total assets 
of the Industrial Services Group for the fiscal years ended December 31, 1998, 1997 and 1996. 


See Note 22 to the Company’s audited Consolidated Financial Statements which appears on pages 64 
and 65 of this Form 10-K for a geographic breakdown of the Company’s revenue and long-lived assets. 


1998 Review 


In 1997, the Company implemented an acquisition program designed to establish Philip as one of North 
America’s leading metals processing and industrial services providers. During 1997, the Company acquired 
over 30 businesses at a cost of approximately $1.3 billion. The Company commenced 1998 with the objective 
of integrating the businesses it had acquired in 1997. The integration was interrupted by a series of events 
which occurred in 1998 that had a devastating impact on the Company and resulted in it recording a fiscal 
1998 loss of $1.6 billion including special charges of $1.2 billion. 


The first event was the discovery and announcement in January 1998 of a discrepancy between the book 
and physical inventory values in the Company’s yard copper business. The announcement of the discrepancy 
raised serious questions about the integrity of the Company’s accounting and the effectiveness of its control 
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systems and had a significant negative impact on the Company’s business. After the announcement, numerous 
class action lawsuits and related claims were commenced against the Company in the United States and 
Canada (see Item 3. “Legal Proceedings’). An exhaustive examination of the discrepancy was conducted by 
the Company, its auditors and special counsel to a committee of independent directors of the Company’s 
Board of Directors. As a result of these examinations, it was determined that, amongst other things, 
unrecorded losses totalling $92 million arising from unauthorized trading of copper outside the Company’s 
normal business practices had been incurred. The Company commenced a civil action against the former 
president of its metals division and others engaged in the trading in an effort to recover its losses and reported 
the activities to criminal and other appropriate authorities. As a result of the Company’s findings, Philip 
restated its previously reported financial results for 1997, 1996 and 1995. In addition, the staff of the Securities 
and Exchange Commission (the “SEC”) is conducting a formal investigation of the circumstances 
surrounding the 1997, 1996 and 1995 restatements of the Company’s financial statements. The SEC has 
advised that its investigation should not be construed as an indication that any violation of law has occurred, 
nor should it be considered a reflection upon any person, entity or security. While the Company believes it has 
made all adjustments necessary to its financial statements for 1997, 1996 and 1995, there can be no assurance 
that additional adjustments will not be required as a result of the SEC investigation. 


To compound matters, starting in late 1997 and continuing throughout 1998, there was a significant 
deterioration in the Company’s copper and ferrous processing businesses due to the most significant decline in 
metals prices in over 20 years. The Company’s Industrial Services Group failed to achieve its cost reduction 
objectives and its by-products business performed weakly, reflecting industry wide competitive conditions. In 
addition, declining crude oil prices, which resulted in deferred maintenance spending by customers with 
petrochemical refinery operations, negatively impacted the revenue and profitability of the Industrial Services 
Group’s operations. The Company reported a first quarter 1998 loss of $565,000 and a second quarter 1998 
loss of $73 million. Various initiatives were implemented throughout the year in an effort to improve the 
Company’s operating and financial performance. Management changes were made, including the appointment 
of a new Chairman, President and Chief Executive Officer, Chief Financial Officer, Chief Administrative 
Officer and Presidents of the Company’s Metals Services and Industrial Services Groups. 


The deterioration in its principal business segments impaired Philip’s ability to comply with the terms of 
its then $1.5 billion syndicated credit agreement (the “Credit Agreement’’). In June of 1998, the Company 
announced its intention to sell its ferrous and non-ferrous operations and various non-core assets in order to 
reduce and restructure its debt. The Company sold its steel distribution business in July 1998 for $95 million. 
However, weak ferrous market conditions lowered the value of the remaining assets and the Company 
subsequently determined that it would not proceed with the sale of its ferrous businesses. 


By July of 1998, the Company was not in compliance with the terms of its Credit Agreement and sought 
certain amendments from its lending syndicate. Philip did not reach an agreement with its lenders and 
accordingly, as at June 30, 1998, $1.04 billion of debt outstanding under the Credit Agreement was classified 
as a current liability on the Company’s consolidated balance sheet. 


As the Company’s operating results deteriorated, questions arose as to its ability to meet its obligations 
under the Credit Agreement and whether the Company had sufficient available cash to satisfy its working 
capital and capital expenditure needs. In the third quarter of 1998, a number of factors, including a continuing 
downturn in metal markets, a permanent decline in the value of investments held by the Company, and the 
decision to exit certain activities or locations and to divest of the Company’s aluminum and US ferrous 
operations caused the Company to take special charges of $357 million and report a net loss of $645 million. 
The Company again made management changes including the appointment in October 1998 of a new Interim 
Chief Executive Officer and Chief Restructuring Officer. 


In November 1998, the Company ceased making payments on various debt obligations including the 
$1.02 billion outstanding under the Credit Agreement. Thereafter, Carl Icahn, the Company’s largest 
shareholder and debt holder, together with another lender, announced that they were considering utilizing 
involuntary insolvency proceedings to protect their interests unless the Company met with them to formulate a 
pre-packaged plan to transfer the ownership and control of the business to the Company’s lending syndicate. 
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The Company commenced negotiations with Mr. Icahn and entered into a standstill agreement with him and 
the other lender on November 20, 1998. The agreement contemplated a restructuring plan whereby the debt 
outstanding under the Credit Agreement would be converted into $200 million of new secured debt and the 
distribution of 90% of the equity of the restructured entity to the syndicated debt holders. In accordance with 
the terms of the standstill agreement, the Company appointed two new directors nominated by Mr. Icahn to 
the Company’s Board of Directors. Also, in November 1998, the Company replaced its then acting Interim 
Chief Executive Officer and appointed its Executive Vice Chairman, Allen Fracassi, as Interim Chief 
Executive Officer. 7 


After discussions with its lending syndicate, the Company determined that the restructuring plan 
contemplated by the November 20, 1998 standstill agreement would not be approved by the required number 
of lenders. The Company presented an alternative debt restructuring plan to its lending syndicate on 
December 15, 1998 which provided for the conversion of a smaller portion of the debt outstanding under the 
Credit Agreement into equity in an amount to be negotiated with its lending syndicate. 


Recent Developments 


On January 11, 1999, the Company announced that it had negotiated a term sheet with a sub-committee 
of the steering committee of its syndicated lenders. The term sheet set forth the principal terms of 
restructuring the Company under a pre-packaged plan of reorganization. Under the January 11, 1999 term 
sheet, $550 million of debt outstanding under the Credit Agreement would be restructured into $350 million of 
senior secured term debt and $200 million of secured payment in-kind notes. The balance of the debt 
outstanding under the Credit Agreement of approximately $550 million would be exchanged for 90% of the 
common shares of the restructured Company. Throughout January and February and into early March 1999, 
the Company continued negotiations with its lending syndicate in an effort to obtain an agreement on a plan to 
restructure the Company. 


On January 12, 1999, the Company announced that it had closed the sale of certain of its aluminum 
operations for $69.5 million. 


On March 8, 1999, the Company announced that it had concluded negotiations with the steering 
committee of its syndicated lenders on the terms of a lock-up agreement (the “Lock-Up Agreement”). 
Members of the steering committee, who held in excess of 50% of the outstanding syndicated debt, agreed to 
the form of Lock-Up Agreement. The agreement provided for the conversion of approximately $1.02 billion of 
secured debt outstanding under the Credit Agreement into $300 million of senior secured debt, $100 million in 
convertible secured payment in-kind notes and 90% of the common shares of the restructured Company. 


On March 26, 1999, the Company announced that it had entered into a definitive agreement to sell its 
68% interest in Philip Utilities Management Corporation for approximately $67 million in cash. The proceeds 
of the disposition will be used to pay down the Company’s outstanding debt under the Credit Agreement. 
Under the terms of the Lock-Up Agreement, if the Company completes the sale of Philip Utilities 
Management Corporation, the senior secured debt of the restructured Company will be reduced from 
$300 million to $250 million. 


On April 26, 1999, the Company announced that the terms of the Lock-Up Agreement had been 
approved by its lending syndicate. See Note 1 to the Company’s audited Consolidated Financial Statements 
which appears on pages 45 and 46 of this Form 10-K. The Company will now prepare, in conjunction with its 
lending syndicate, a pre-packaged plan of reorganization (the ““Plan”). The Company expects to file the Plan 
in June 1999 under Chapter 11 of the United States Bankruptcy Code and in Canada under the Companies 
Creditors Arrangement Act, and to emerge from the restructuring process within 60 to 90 days thereafter. Key 
to the Plan is the preservation of the value of the Company’s business through the protection of its employees, 
customers and ongoing trade suppliers. There can be no assurance that the Plan will be filed and if filed, that it 
will be approved by the required stakeholders and the courts having jurisdiction over such matters. If the Plan 
is not approved, there can be no assurance that the Company will continue as a going concern. 
See “Item 7. Risk Factors — Ability to Continue as a Going Concern is Dependent upon Restructuring” on 
page 32 of this Form 10-K. 


Industry Overview 


Manufacturers are seeking to improve competitiveness by focusing on their core business and by reducing 
costs in non-core, non-revenue producing activities. Three key trends that have developed as a result are: 
(i) increased outsourcing of non-core services, (ii) a reduction by manufacturers in the number of vendors 
from which outsourced services are purchased and (iii) maximizing resource recovery opportunities from 
waste and by-product streams. The Company believes that the industrial services and resource recovery 
industries are positioned to benefit from these three major trends. 


Many non-core activities can be performed on a more cost effective basis by specialized industrial service 
and resource recovery providers that have greater expertise, technological advantages, access to markets for 
recovered materials and economies of scale. As a result, companies which outsource non-core activities are 
able to lower operating and capital costs, increase access to new technologies, enhance by-product recovery 
and reduce liabilities by redirecting accountability. In addition, by reducing the number of vendors from which 
outsourced activities are purchased, and acquiring services from those suppliers that can provide a “total 
service” solution on a national basis, manufacturers can further lower administrative costs, reduce manage- 
ment overhead and increase supplier accountability while reducing potential liabilities. Recovery of resources 
from waste and by-product streams improves manufacturing efficiency by reducing and reusing manufacturing 
residuals and by-products thereby lowering operating costs, including raw material costs and reducing 
environmental liabilities. 


Business Divisions 
Metals Services 


The Metals Services Group’s primary operations are ferrous processing and industrial metals services. 
The Company is one of the largest ferrous scrap processors in North America and in the United Kingdom. 
The Metals Services Group has approximately 2,000 employees. 


In 1998, the Company conducted a review of its business segments and strategic alternatives and 
concluded that it would divest of its ferrous and non-ferrous metal operations in the United States, Canada 
and the United Kingdom. The primary reason for the decision was to generate sufficient proceeds from the 
divestitures to allow the Company to substantially pay down and restructure its indebtedness. In July 1998, the 
Company’s Houston, Texas-based steel distribution business was sold for $95 million and on May 21, 1998, 
the Company sold certain of its spiral weld pipe operations for $9.9 million. In January 1999, the Company 
sold its aluminum processing facilities located in Guelph, Ontario, Syracuse, New York and Bellwood, 
Virginia for $69.5 million. Certain copper and non-ferrous operations or assets are expected to be sold within 
the next 12 months and the remainder of the operations in these segments will be closed during 1999. Due to 
weak ferrous market conditions and indications of value from offers received, the Company decided not to sell 
its ferrous operations. 


Ferrous Processing Operations. The Metals Services Group is a processor and broker of ferrous scrap to 
steel mills and foundries located in the lower Great Lakes region, the Pittsburgh-Ohio corridor, Southeastern 


United States and in the United Kingdom. The Company’s processing capacity is about ten million tons 
annually. 


Ferrous scrap is generated as a by-product of automotive stamping and fabrication and is also derived 
from post-consumer sources such as cars and refrigerators. It is processed by baling, separation or shredding 
during which time the material is graded and sorted. The primary consumers of ferrous scrap are the foundry 
industry and the steel industry which uses electric arc furnace technology to reduce scrap to molten form in 


the production of steel. The Company’s operations are regionally concentrated close to industrial scrap 
producers and other suppliers and to local steel mills. 


The Company’s European Division provides a mix of metals recovery and industrial services to clients in 
six European countries. In the United Kingdom, the Company is one of the largest steel scrap processing 
companies with a network of twenty facilities including five sites with shredders and two seaport export 
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facilities. The Company operates a heavy media separation facility for the recovery of non-ferrous metal from 
shredder residue and is active in mill services and electric are furnace dust recycling. 


The Metals. Services Group sets and adjusts its prices for ferrous metals sold based upon prices set 
monthly by the major steel producers. The Company manages its commodity price risk by acquiring ferrous 
metal scrap as it is needed for its customers and maintaining relatively low inventories of scrap and processed 
metals. | 


Industrial Metals Services. The Metals Services Group, through its industrial metals services opera- 
tions, provides a broad range of services to steel mills. The services include engineering and construction 
management services, on-site services such as scrap inventory management, pit cleaning and charge 
preparation, by-product management that includes slag management, oil recovery and electric arc furnace 
dust management, and processing and distribution which is comprised of a specialized galvanized steel coil 
distribution and slitting operation. 


The engineering and construction management services manage projects for the customer through all 
phases of activity that include design, procurement, bidding, construction, start-up and training. The design 
engineering services that complement the construction management team include civil, structural, founda- 
tions, mechanical, instrumentation and process control and process and systems engineering. The group also 
provides technical operations services whereby the Company assists clients in the implementation of new 
technologies. An example of this is ARC Dust Process Limited which is a patented process developed to 
recycle electric arc furnace dust. 


Discontinued Operations — Non-Ferrous and Copper Operations. During 1998, the Company engaged 
in non-ferrous and copper processing operations. The non-ferrous processing operations included the refining 
of second grade copper into prime ingot and the production of deoxidizing products and alloys from aluminum 
scrap for use in the steel and automotive industries. The copper operations processed wire and cable scrap to 
recover copper. 


In December 1998, the Company decided to discontinue its non-ferrous and copper operations including 
those described above. In January 1999, the Company sold its aluminum processing facilities located in 
Guelph, Ontario, Syracuse, New York and Bellwood, Virginia. Certain copper and non-ferrous operations or 
assets are expected to be sold within 12 months and the remainder of the operations in these segments will be 
closed during 1999. 


Industrial Services Group 


The Industrial Services Group is an integrated provider of industrial outsourcing, by-products recovery 
and utilities management services with over 250 facilities and approximately 11,000 employees, providing a 
wide range of services geared towards the industrial customer. The Company operates a network of solid and 
liquid industrial by-product recovery facilities in North America. The Industrial Services Group is headquar- 
tered in Houston, Texas. 


The Industrial Services Group has a significant presence in the heavily industrialized regions of the Gulf 
coast and northeastern, southeastern and southwestern United States. The Industrial Services Group is 
organized into four operating regions: Central, Eastern, Southeast and Western, each with a mandate to 
provide a variety of industrial services to customers in that region. In addition, many of the Company’s 
specialized services are marketed across all regions. These specialized services include demolition and 
decommissioning services, turnaround services, chemical services and products, analytical laboratories, 
container services and tank cleaning. 


The Company’s European Division, which is active in metals recovery and industrial services, has nine 
facilities in the United Kingdom, Holland, Austria, Germany, Portugal and Spain providing a mix of industrial 
services to the automotive, steel, chemical and pulp and paper industries. 
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In 1998, the Industrial Services Group purchased Industrial Services Technologies, Inc. of Denver, 
Colorado, for $13 million. Industrial Services Technologies, Inc. primarily provides specialized welding 
services to the petrochemical industry. 


The Industrial Services Group is segmented into three principal operations: by-products recovery, 
industrial outsourcing services and utilities management. 


By-Products Recovery. The Industrial Services Group’s by-products recovery operations apply custom- 
ized process technologies to recover or create useable products from liquid and solid industrial by-products 
(primarily hazardous and non-hazardous chemical waste) and thereby reduce the cost and quantity of 
materials destined for final disposal. The Industrial Services Group collects organic industrial by-products 
which are processed into engineered fuels or distilled into solvents and also provides on-site waste 
minimization and inorganic waste processing. 


Producing engineered fuels involves the blending of liquid and solid industrial by-products into a 
customized fuel for use in industrial furnaces, principally cement kilns. Distillation of spent solvents occurs 
through both simple and fractional methods with recovered solvents either returned to the generator or sold to 
the automotive aftermarket. Inorganic processing capabilities include the treatment of waste waters and 
cyanide residuals, and the recovery of metals from sludges, slags and foundry sands. The Industrial Services 
Group also provides wastewater treatment, sludge management and paint overspray recovery services to 
automotive and parts manufacturers that use paint spray booth systems. 


The Company’s network of facilities and application of proprietary technologies enables Philip to provide 
its clients with a competitive alternative to conventional disposal. By developing new technologies or 
customizing available technologies, the Company has achieved competitive processing and recovery efficien- 
cies. For example, the Company has developed a container processing system which enables it to handle large 
volumes of drummed by-products quickly and effectively. The system operates in an inert atmosphere using 
automatic control and video monitoring to empty or shred drummed by-products which are then transferred to 
feed storage tanks where product separation is controlled. Supplemental fuels can then be blended from this 
material. Philip has also established an engineered fuel processing system (“Super Blender”), which 
emulsifies solids with liquid chemical by-products and suspends these solids in a supplemental fuel for 
industrial use. Through this process, the Company produces a supplemental fuel that contains up to 50% solids 
by weight, providing its customers a more environmentally suitable and lower cost alternative to the disposal of 
solid hazardous waste. | 


Solid and liquid chemical and industrial waste residues constitute the bulk of materials managed by the 
by-products recovery operations. The hazardous waste management industry, which provides disposal services, 
including incineration and hazardous waste landfills, is a significant competitor to the Company for by-product 
waste streams. As a result of overbuilding and the success of its customer’s waste minimization efforts, 
significant excess capacity has developed in the hazardous waste management industry, leading to downward 
pricing pressures in the markets served by the Company’s by-products operations. To counter this situation, 
the Company continues to develop and employ innovative technologies that minimize on-site waste generation 
for its customers and maximize the value and reuse opportunities for industrial by-products. By developing 
increasingly value-added applications for the materials it manages, in partnership with its key industrial 
customers, the Company maximizes its profitability and differentiates itself from conventional disposal 
alternatives. Examples of this strategy include the patented Emulsion for Paint Overspray Control (“EPOC”’) 
system installed at 19 automotive and equipment manufacturing facilities in North America and Europe. The 
EPOC system improves the efficiency of the painting process and reduces costs by eliminating build up in the 
paint booth and decreasing paint usage. A further example of a value-added application is the Company’s 
association with BASF Company (“BASF”) to recycle rigid polyurethane for the automotive sector. At 
Philip’s Detroit, Michigan facility, polyurethane scrap is ground, chopped and added to a reactor containing 
solvents such as glycol, catalysts and other ingredients. It is then thermally treated and cooled to ambient 


temperature. The polyol produced from this process can be used as a virgin material in rigid polyurethane 
applications. 


Industrial Outsourcing Services. The industrial outsourcing services operations serve the refining, 
petrochemical, oil and gas, electric utility, pulp and paper, automotive, paint and coatings and transportation 
industries, providing industrial and commercial customers with a range of industrial and environmental 
services. These services include cleaning and maintenance (including hydroblasting, gritblasting, air-moving 
and liquid vacuuming, container services, and tank cleaning), waste collection and transportation, turnaround 
and outage services, refractory services, decommissioning and remediation, analytical services, emergency 
response services, project management services, inspection and analysis services, electrical and instrumenta- 
tion and other general plant support services. 


Hydroblasting is performed using high pressure pumps to remove hard deposits from surfaces such as 
heat exchangers, boilers, aboveground storage tanks and pipelines, that may be unsuitable for other 
conventional cleaning techniques. Gritblasting utilizes both abrasive and non-abrasive media to clean surfaces 
on electrostatic precipitators and boilers and to prepare metal surfaces for protective coatings and non- 
destructive testing. Air-moving and liquid vacuuming remove and handle industrial wastes or salvageable 
materials contained in customers’ tanks, containers or other process configurations. Container services include 
cleaning, inspection and repair of highway tank-trailers, railcar tanks, intermodal containers and intermediate 
bulk containers. Tank cleaning involves the removal of sludge and residual products from the interior of 
storage tanks to allow inspection, repair and/or product changeover. 


Waste collection and transportation services provide comprehensive on-site by-product and waste 
management programs for facility waste streams. Waste is tested and classified in order to determine the 
recyclability of the material and third party disposal requirements. Manifests and other shipping documenta- 
tion are prepared and the waste material is sent to the Company’s recycling and reclamation facilities 
wherever possible, or to contracted third party treatment and disposal facilities. The Industrial Services Group 
operates a large fleet of collection vehicles. 


Turnaround and outage services provide customers in refineries, petrochemical facilities and power plants 
a single source integrated package of turnaround maintenance services and other speciality services for the 
scheduled maintenance, repair or replacement of process equipment, operating machinery and piping systems. 
Sophisticated maintenance programs play an increasingly important role in the continuous improvement of 
performance in plant operations. Services provided include project management, planning and scheduling, 
decontamination, heat exchange maintenance, refactory services and heat treating services. The Company has 
a highly experienced and skilled labour force and patented technologies that reduce the downtime associated 
with turnaround projects. These technologies also reduce the safety risks associated with heat bundle 
extraction and cleaning. 


Industrial outsourcing services also include a broad range of remediation and environmental services, 
including strategic resource management, site remediation, decommissioning and investment recovery, 
abatement, environmental consulting and engineering, analytical and emergency response services. 


Site remediation includes project management, risk assessment, demolition, on-site treatment and 
transportation services to address environmental contamination problems. Remediation can range from simple 
soil excavation and disposal to complex programs that in some cases involve assumption by the Company of 
management of all aspects of its customers’ environmental and regulatory programs. Combined with 
investment recovery, the Company’s site remediation services not only address environmental problems and 
support the closure and decommissioning of facilities, they can reduce costs for customers through the 
reclamation of ferrous and non-ferrous scrap. 


Decommissioning involves the closing down of operations, removal of process equipment, buildings and 
structures and site cleanup and remediation. The Industrial Services Group provides project planning and 
management, including design, planning and control, health and safety, waste reduction, demolition, and final 
site rehabilitation. The Company’s resource and by-products recovery capabilities enables it to recover value 
from equipment, building components and ferrous metals. 


The industrial outsourcing services group operates a network of environmental laboratories in Canada and 
the United States from which it provides analytical testing for its customers across North America. The 
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Company provides advanced air quality analysis and dioxin testing. The group also provides emergency 
response services, including containment, clean-up, remediation and disposal of material resulting from the 
inadvertent release of dangerous goods or hazardous materials, and wastes or spills of material that are unusual 
to the environment in quantity or quality. 


The competitive strengths of the Company’s industrial outsourcing services operations include its ability 
to provide integrated cost competitive “back end” solutions, such as decommissioning, remediation and 
investment recovery, to problems identified through the risk assessment and consulting services phase of the 
contract. 


Philip owns and operates a solid non-hazardous landfill in Stoney Creek, Ontario. The site has a total 
capacity of 11 million tons and an annual fill rate of 825,000 tons. The site is used for the disposal of solid non- 
hazardous residuals from clients and from the Company’s by-products recovery operations. 


Utilities Management. The Company provides turnkey wastewater treatment at customers’ facilities, 
including design, procurement, installation, start-up and operation. The Company is able to design and 
construct economical and efficient treatment systems while providing a guarantee of performance and 
assurance of operability. 


The Company’s utilities management business is operated through approximately 68%-controlled Philip 
Utilities Management Corporation (“PUMC”), which operates and maintains water and wastewater treat- 
ment facilities for municipal and industrial customers, provides residuals management and sludge dewatering 
and disposal services and owns and operates private utilities. PUMC also provides plant design and 
construction, project management, process design and engineering services as well as installation of automated 
control systems. PUMC specializes in services relating to the construction, repair and maintenance of 
collection and distribution systems or pipes and pumping stations necessary to convey water and wastewater to 
and from treatment facilities. These services are provided both to facilities operated and owned by PUMC and 
to third parties. On March 26, 1999, Philip announced that it had entered into an agreement to sell its 68% 
interest in PUMC to Azurix Corp., an affiliate of Enron Corp. of Houston, Texas. The net proceeds to Philip 
from the sale are expected to be approximately $67 million in cash. 


Backlog 


Revenue backlog for the Industrial Services Group was $98.9 million as at December 31, 1998 with all of 
the work anticipated to be completed in 1999. Revenue backlog for 1997 and 1996 was $60.4 million and 
$16.5 million, respectively. While backlog can be an indication of expected future revenues, backlog is subject 
to revisions from time to time due to cancellations, modifications and changes in the scope of projects or their 
design and construction schedules. There can be no assurance whether or when backlog will be realized as 
revenue. 


Impact of Inflation, Economic Conditions and Seasonality 


A general economic slowdown over the Christmas holiday period, client year end shutdowns and weather 
related circumstances during winter months result in the Company experiencing lower levels of activity in 
December and during the first quarter of its fiscal year. Therefore, first quarter results may not be indicative of 
the results that will be achieved during an entire year. 


Proprietary Technology 


The Company develops and applies proprietary technologies to provide on-site waste minimization, by- 
products recovery and industrial services that reduce customer costs, safety risks and potential environmental 
liabilities. 

In its Metals Services Group, the Company applies processing technologies to obtain better yields from 


scrap and by-products and to develop further uses for material that would otherwise be landfilled. Develop- 
ment and use of these processes increases margins, reduces environmental risk for the Company and its 
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customers and adds to the integrated package of services provided, making the Company more attractive as a 
single source vendor. 


The Industrial Services Group applies proprietary technologies to minimize waste, increase recovery and 
reuse of industrial by-products and provide on-site industrial services that minimize downtime and costs 
associated with industrial cleaning, maintenance and turnaround projects. These technologies include 
engineered fuel blending, using a “Super Blender” to emulsify solid and liquid by-products into a fuel for 
cement kilns, the EPOC paint overspray recovery system that reduces paint usage and eliminates the 
landfilling of paint sludge and the Company’s association with BASF to recycle rigid polyurethane, primarily 
generated from automotive production and automotive scrap, into polyols for reuse in polyurethane applica- 
tions. Turnaround technologies primarily used in refinery and petrochemical turnaround projects include Fast 
Draw, a remote control heat exchanger bundle extraction technology, Fast Clean, a semi-robotic heat 
exchanger bundle cleaning process, and Life Guard, a technology for decontaminating hydrocarbons in 
refinery towers and vessels to reduce potential health and safety impacts during cleaning and maintenance 
activities. 


Although the Company possesses patents for certain of its technologies, it relies primarily on trade secret 
protection and confidentiality to protect its proprietary technologies. While the time and capital associated 
with the development and commercialization of technologies provide a barrier to entry, there can be no 
assurance that the Company will be able to maintain the confidentiality of its technology. 


The following table outlines certain of the Company’s proprietary technologies: 


Technology Application Competitive Advantage Industry Served 
Past raws ce. cae kane BIEN. inchs Remote control extraction of | Reduced turnaround time Petrochemical, 
heat exchanger bundles and labor, Hydrocarbon 
Enhanced safety processing 
Fast, Clean cx: 2.. cbmc. San eeee Semi-robotic cleaning of heat Reduced turnaround time Petrochemical, 
exchanger bundles and labor, Hydrocarbon 
Enhanced safety processing 
Lites Guard heed cert sac a: Decontamination of Elimination of personal Petrochemical, 
hydrocarbons in refinery safety risks, Hydrocarbon 
towers and vessels Improved heat transfer processing 
performance 
WieldSimartiy rasan. «cose. Welding, Reduces energy consumption All welding 
Heat treatment and increases applications 


productivity 


EBROGree wt ihes eecbenteietcfh > «educts Paint overspray capture Reduces paint usage and Automotive and 

and recovery eliminates landfilling of equipment 
paint sludge manufacturers 

Super Blender: 7. eee ek eae Processing of solid and Reduces disposal costs and Petrochemical, 
liquid by-products into eliminates landfilling Paint, 
engineered fuels Automotive, 

Cement 

Buel Simartse sah) taeatie es hGa9%); Computer based method to Optimizes combustion, All industrial 

regulate industrial furnaces minimizes the formation furnaces 


of pollutants 


Rigid Polyurethane Recycling ..... Thermal/chemical processing Eliminates landfilling, Automotive, 
of rigid polyurethane Supports “recyclable car” Polyurethane 
automotive parts into objective of automotive applications 
virgin polyols manufacturers 


Sales and Marketing 


The Company’s sales and marketing strategy is focused on establishing close working relationships with 
customers, developing a thorough understanding of their business, working jointly on research and develop- 
ment to achieve waste reduction and by-products recovery efficiency and bundling services to achieve 
maximum efficiencies and cost reductions for customers. Philip strives to become an integral part of its 
customers business through redesigning process technologies, operating resource recovery facilities and 
delivering a broad range of industrial outsourcing services. 


The Company’s account managers, who are assigned to industrial accounts, are critical to the success of 
the sales and marketing program. These individuals are responsible for ensuring the customer has one point of 
contact for information, service and accountability and bringing in other Philip expertise as required to provide 
information and implement a broad range of services. 


The Company places less emphasis’ on traditional sales approaches to capture new clients and more on 
cross selling a broad range of services to its existing large industrial client base. The Company has established 
a substantial base of clients which cross all key industrial sectors. The Company identifies services it is 
providing these customers and opportunities for additional cross-selling. This process is carried out in 
conjunction with the sales or operating personnel who have relationships with these customers. 


In addition, to support many of its industrial services contracts, Philip dedicates on-site personnel at its 
clients’ facilities to manage said contracts. These personnel are ideally situated to assess other client needs and 
integrate additional services provided by the Company. 


The Company also participates in competitive bidding processes to obtain contracts granted by 
municipalities, local governments or private enterprises for services such as site redemption and decommis- 
sioning contract services. Contracts are generally awarded on the basis of sealed bids submitted by interested 
bidders and competition for these contracts is generally intense. 


Customers 


Philip provides a broad range of metals recovery and industrial services to major industry sectors 
including refining and petrochemical, steel, automotive, chemical, paint and coatings, oil and gas, utilities, 
pulp and paper, food and beverage and transportation. 


The Company’s Metals Services Group serves customers primarily in the steel, automotive and foundry 
industries. The Company’s Industrial Services Group serves a number of industry sectors, primarily 
automotive, refining and petrochemical, oil and gas, pulp and paper, steel, transportation and utilities. 


Philip seeks to enter into master service agreements with large customers to establish the Company as an 
approved national vendor. Master service agreements are a primary vehicle for large companies to reduce their 
number of suppliers and costs, while concurrently establishing high standards of service delivery so that fewer 
suppliers that are geographically diverse can provide more services. In some cases, these agreements approve 
less than three suppliers in the area of resource recovery and industrial services, providing the Company with a 
strong competitive advantage. In other cases, a number of suppliers are approved and the master service 
agreement serves only to assist the Company in selling its services on a plant-by-plant basis. 


Competition 


The metals recovery and industrial services industries are highly competitive and require substantial 
capital resources. Competition is both national and regional in nature and the level of competition faced by the 
Company in its various lines of business is significant. Potential customers of the Company typically evaluate a 
number of criteria, including price, service, reliability, prior experience, financial capability and liability 
management. In servicing its customers, the Company believes its primary competitive strengths are: (i) that 
it offers a broad range of metals recovery and industrial services, (ii) its broad geographic network, (iii) its 
proprietary technologies, and (iv) its highly skilled and experienced employee base. The Company competes 
with a variety of companies that may be larger in particular business lines in which the Company operates. 
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The primary competitors of the Metals Services Group are other scrap processors in regions where the 
Metals Services Group operates. Although the Metals Services Group competes in both the purchase and sale 
sides of its businesses, competition is primarily on the purchase side for access to scrap which may become 
more intense during times of scrap scarcity. Availability depends upon the level of economic activity in the 
industries from which the Company acquires its scrap and market prices. The Company believes that its 
longstanding relationship with generators of metal bearing scrap provides it with increased stability. In its 
ferrous metals processing operations, the Company competes for access to scrap with large regional operators 
as well as several smaller operators. 


The Company seeks to enhance its competitive position by enhancing the efficiency of its operations 
through economies of scale and increased recovery rates, thereby lowering its costs which increases margins 
and gives it pricing flexibility. The Company also accompanies its product sales with a broad range of services, 
or vertically integrates its operations to provide multiple services to its clients. The Metals Services Group also 
competes on the sale side by offering a secure supply of high quality scrap that is processed according to client 
specifications and by providing a broad range of additional mill services. 


The industrial services industry is also highly competitive and fragmented. The Company competes with 
numerous local, regional and national companies of varying sizes and financial resources. Competition for 
industrial services is based primarily on hourly rates, productivity, safety, innovative approaches and quality of 
service. Philip competes by providing a highly experienced work force with specialized skills in the application 
of technologies, by integrating and offering multiple services, and by maintaining strict adherence to health 
and safety policies and compliance with clients’ requirements. The hazardous waste management industry 
competes with the Company’s industrial services operations by providing a price competitive disposal 
alternative to a number of the Company’s waste management and by-products recovery services. The 
Company competes by developing and employing innovative technologies that minimize on-site waste 
generation for its customers and maximize the value and reuse opportunities for the industrial by-products. 
Through developing increasingly value-added applications for the materials it manages, in partnership with its 
key industrial customers, the Company maximizes its profitability and differentiates itself from conventional 
disposal alternatives. Examples of this strategy include the patented EPOC system installed at automotive and 
equipment manufacturing facilities and the Company’s association with BASF to recycle rigid polyurethane 
for the automotive sector. 


Recently, weak market conditions in the metals recycling and industrial services industries have had a 
negative impact on revenue in these areas. For example, record steel imports have decreased domestic demand 
and prices for scrap steel. 


Government Regulation 


The Company is subject to government regulation including stringent environmental laws and regula- 
tions. Among other things, these laws and regulations impose requirements to control air, soil and water 
pollution, and regulate health, safety, zoning, land use and the handling and transportation of industrial by- 
products and waste materials. This regulatory framework imposes compliance burdens and costs on the 
Company. See Item 7, Capital Expenditures in the Management’s Discussion and Analysis of Financial 
Condition and Results of Operations which appears on pages 30 and 31 of this Form 10-K for a discussion of 
the Company’s estimated capital expenditures in relation to environmental compliance matters. Notwith- 
standing the burdens of this compliance, the Company believes that its business prospects are enhanced by the 
enforcement of laws and regulations by government agencies. 


Applicable federal and state or provincial laws and regulations regulate many aspects of the resource 
recovery and industrial services industry. Laws and regulations typically provide operating standards for 
treatment, storage, management and disposal facilities and monitoring and spill containment requirements and 
set limits on the release of contaminants into the environment. Such laws and regulations, among other things, 
(i) regulate the nature of the industrial by-products and wastes that the Company can accept for processing at 
its treatment, storage and disposal facilities, the nature of the treatment they can provide at such facilities and 
the location and expansion of such facilities, (ii) impose liability for remediation and clean-up of 
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environmental contamination, both on-site and off-site, resulting from past and present operations at the 
Company’s facilities, and (iii) may require financial assurance that funds will be available for the closure and 
post-closure care of sites. Such laws and regulations also require manifests to be completed and delivered in 
connection with any shipment of prescribed materials so that the movement and disposal of such material can 
be traced and the persons responsible for any mishandling of such material identified. 


In particular, the regulatory process requires the Company to obtain and retain numerous governmental 
approvals, licenses and permits to conduct its operations, any of which may be subject to revocation, 
modification or denial. Operating permits need to be renewed periodically and may be subject to revocation, 
modification, denial or non-renewal for various reasons, including failure of the Company to satisfy regulatory 
concerns. Adverse decisions by governmental authorities on permit applications submitted by the Company 
may result in abandonment or delay of projects, premature closure of facilities or restriction of operations, all 
of which could have a material adverse effect on the Company’s earnings for one or more fiscal quarters or 
years. 


Federal, state, provincial, local and foreign governments have also from time to time proposed or adopted 
other types of laws, regulations or initiatives with respect to the resource recovery and industrial services 
industry. Included among them are laws, regulations and initiatives to ban or restrict the international, 
interprovincial, intraprovincial, interstate or intrastate shipment of wastes, impose higher taxes on out-of-state- 
waste shipments than in-state shipments, reclassify certain categories of non-hazardous wastes as hazardous 
and regulate disposal facilities as public utilities. Certain state and local governments have promulgated “flow 
control’ regulations which attempt to require that all waste generated within the state or local jurisdiction 
must go to certain disposal sites. From time to time legislation is considered that would enable or facilitate 
such laws, regulations or initiatives. Due to the complexity of regulation of the industry and to public pressure, 
implementation of existing or future laws, regulations or initiatives by different levels of governments may be 
inconsistent and are difficult to foresee. 


Also subject to regulation are spills of certain industrial by-products and waste materials. While the 
specific provisions of spills related laws and regulations vary among jurisdictions, such laws and regulations 
typically require that the relevant authorities be notified promptly, that the spill be cleaned up promptly and 
that remedial action be taken by the responsible party to restore the environment to its pre-spill condition. 
Generally, governmental authorities are empowered to act to clean up and remediate spills and environmental 
damage and to charge the costs of such clean-up to one or more of the owners of the property, the person 
responsible for the spill, the generator of the contaminant and certain other parties. Such authorities may also 
impose a tax or other liens to secure such parties’ reimbursement obligations. 


The Company’s facilities are subject to periodic unannounced inspection by federal, provincial, state and 
local authorities to ensure compliance with license terms and applicable laws and regulations. The Company 
works with such authorities to remedy any deficiencies found during such inspections. If serious violations are 


found or deficiencies, if any, are not remedied, the Company could incur substantial fines and could be 
required to close a site. 


Environmental laws and regulations impose strict operational requirements on the performance of certain 
aspects of hazardous substances remedial work. These requirements specify complex methods for identifica- 
tion, storage, treatment and disposal of waste materials managed during a project. Failure to meet these 
requirements could result in termination of contracts, substantial fines and other penalties. 


Governmental authorities have a variety of administrative enforcement and remedial orders available to 
them to cause compliance with environmental laws or remedy or punish violations of such laws. Such orders 
may be directed to various parties, including present or former owners or operators of the concerned sites, or 
parties that have or had control over the sites. In certain instances, fines may be imposed. 


In the event that administrative actions fail to cure the perceived problem or where the relevant 
regulatory agency so desires, an injunction or temporary restraining order or damages may be sought in a court 
proceeding. In addition, public interest groups, local citizens, local municipalities and other persons or 
organizations may have a right to seek relief from court for purported violations of law. In some jurisdictions 
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recourse to the courts for individuals under common law principles such as nuisance have been or may be 
enhanced by legislation providing members of the public with statutory rights of action to protect the 
environment. In such cases, even if an industrial by-products or waste materials treatment, storage or disposal 
facility is operated in full compliance with applicable laws and regulations, local citizens and other persons and 
organizations may seek compensation for damages caused by the operation of the facility. 


While, in general, the Company’s businesses have benefited substantially from increased governmental 
regulation, the resource recovery and industrial services industries in North America have become subject to 
extensive and evolving regulation. The Company makes a continuing effort to anticipate relevant material 
regulatory, political and legal developments, but it cannot predict the extent to which any future legislation or 
regulation may affect its operations. The Company believes that with heightened legal, political and citizen 
awareness and concerns, all companies in the resource recovery and industrial services industries may be 
faced, in the normal course of operating their businesses, with fines and penalties and the need to expend funds 
for capital projects, remedial work and operating activities, such as environmental contamination monitoring, 
and related activities. Regulatory or technological developments relating to the environment may require 
companies engaged in the industrial services and resource recovery industries to modify, supplement or replace 
equipment and facilities at costs which may be substantial. Because the businesses in which the Company is 
engaged are intrinsically connected with the protection of the environment and the potential discharge of 
materials into the environment, a portion of the Company’s capital expenditures is expected to relate, directly 
or indirectly, to such equipment and facilities. Moreover, it is possible that future developments, such as 
increasingly strict requirements of environmental laws and regulations, and enforcement policies thereunder, 
could affect the manner in which the Company operates its projects and conducts its business, including the 
handling, processing or disposal of the industrial by-products and waste materials generated thereby. 


Hazardous Substances Liability 


Canadian and U.S. laws impose liability on the present or former owners or operators of facilities which 
release hazardous substances into the environment. Furthermore, companies may be required by law to 
provide financial assurances for operating facilities in order to ensure their performance of obligations complies 
with applicable laws and regulations. Similar liability may be imposed upon the generators and transporters of 
waste which contain hazardous substances. All such persons may be liable for waste site investigation costs, 
waste site clean-up costs and natural resource damages, regardless of fault, the exercise of due care or 
compliance with relevant laws and regulations; such costs and damages can be substantial. 


In the United States, such liability stems primarily from the Comprehensive Environmental Response 
Compensation and Liability Act of 1980 (“CERCLA”) and its state equivalents (collectively, “Superfund’’) 
and the Resource Conservation and Recovery Act of 1976 (“RCRA”’) and similar state statutes. CERCLA 
imposes joint and several liability for the costs of remediation and natural resource damages on the owner or 
operator of a facility from which there is a release or a threat of a release of a hazardous substance into the 
environment and on the generators and transporters of those hazardous substances. Under RCRA and 
equivalent state laws, regulatory authorities may require, pursuant to administrative order or as a condition of 
an operating permit, that the owner or operator of a regulated facility take corrective action with respect to 
contamination resulting from past or present operations. Such laws also require that the owner or operator of 
regulated facilities provide assurance that funds will be available for the closure and post-closure care of its 
facilities. Since the Company has operations in, and has shipped and continues to ship hazardous waste to 
disposal sites in the United States, the Company is exposed to potential liability in the United States under 
RCRA, CERCLA and their state law equivalents resulting from the handling and transportation of such 
wastes and for alleged environmental damage associated with past, present and future waste disposal practices. 


The Company is aware that hazardous substances are present in some of the landfills and transfer, storage 
processing and disposal facilities used by it. Certain of these sites have experienced environmental problems 
and clean-up and remediation is required. The Company has grown in the past by acquiring other businesses. 
As a result, the Company has acquired, or may in the future acquire, landfills and other transfer and 
processing sites which contain hazardous substances or which have other potential environmental problems 
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and related liabilities, and may acquire businesses which may in the future incur substantial liabilities arising 
out of their respective past practices, including past disposal practices. 


Certain of Philip’s subsidiaries’ transfer, storage, processing and disposal facilities are contaminated as a 
result of operating practices at the sites and remediation will be required at a substantial cost. Investigations of 
these sites have characterized to varying degrees the nature and extent of the contamination. Philip and these 
subsidiaries, in conjunction with environmental regulatory agencies, have in some instances commenced to 
remediate the sites in accordance with approved corrective action plans pursuant to permits or other 
agreements with regulatory authorities. The Company, in conjunction with an environmental consultant, has 
developed or is developing cost estimates for these sites that are periodically reviewed and updated. Estimated 
remediation costs, for individual sites and in the aggregate, are substantial. While the Company maintains 
reserves for these matters based upon cost estimates, there can be no assurance that the ultimate cost and 
expense of corrective action will not exceed such reserves and have a material adverse impact on the 
Company’s operations or financial condition. 


The Company is required under certain U.S. and Canadian laws and regulations to demonstrate financial 
responsibility for possible bodily injury and property damage to third parties caused by both sudden and non- 
sudden occurrences. The Company is also required to provide financial assurance that funds will be available 
when needed for closure and post-closure care at certain of its treatment, storage and disposal facilities, the 
costs of which could be substantial. Such laws and regulations allow the financial assurance requirements to be 
satisfied by various means, including letters of credit, surety bonds, trust funds, a financial (net worth) test and 
a guarantee by a parent company. In the United States, a company must pay the closure costs for a waste 
treatment, storage or disposal facility owned by it upon the closure of the facility and thereafter pay post- 
closure care costs. There can be no certainty that these costs will not materially exceed the amounts provided 
pursuant to financial assurance requirements. In addition, if such a facility is closed prior to its originally 
anticipated time, it is unlikely that sufficient funds will have been accrued over the life of the facility to fund 
such costs, and the owner of the facility could suffer a material adverse impact as a result. Consequently, it 
may be difficult to close such facilities to reduce operating costs at times when, as is currently the case in the 
hazardous waste services industry, excess treatment, storage or disposal capacity exists. 


Certain subsidiaries acquired by Philip have been named as potentially responsible or liable parties in 
connection with sites listed on the Superfund National Priority List (“NPL”). In the majority of cases, the 
Company’s connection with NPL sites relates to allegations that subsidiaries of Philip (or their predecessors) 
transported waste to the sites in question. The Company routinely reviews the nature and extent of its alleged 
connection to these sites, the number, connection and financial ability of the named and unnamed potentially 
responsible parties and the nature and estimated cost of the likely remedy. Based on its review, the Company 
maintains reserves. There can be no assurance that the Company will not subsequently incur liabilities at such 
sites or at additional sites that materially exceed the amounts reserved. 


Estimates of the Company’s liability for remediation of a particular site and the method and ultimate cost 
of remediation require a number of assumptions and are inherently difficult, and the ultimate outcome may 
differ from current estimates. As additional information becomes available, estimates are adjusted. While the 
Company does not anticipate that any such adjustment would be material to its financial statements, it is 
possible that technological, regulatory or enforcement developments, the results of environmental studies or 
other factors could alter this expectation and necessitate the recording of additional liabilities which could be 
material. Moreover, because Philip and various of its subsidiaries have disposed of waste materials at more 
than 200 third-party disposal facilities, it is possible that Philip and its subsidiaries will be identified as PRPs 
at additional sites. The impact of such future events cannot be estimated at the current time. 


The Company may also be required to indemnify customers who incur liability in connection with the 
foregoing pursuant to the terms of contracts between such customers and the subsidiaries involved. 
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Employees 


As at December 31, 1998, Philip employed over 13,000 people, approximately 2,000 of whom are 
unionized. Of such employees, approximately 2,000 work in the Metals Services Group, approximately 11,000 
work in the Industrial Services Group and approximately 100 work in the Company’s corporate office. 


ITEM 2. PROPERTIES 


The Company currently operates from over 280 locations primarily in North America, with some 
locations in Europe. The Company believes that its primary existing facilities are effectively utilized, well 
maintained and in good condition. The Company believes that its facilities are adequate for its current needs 
and that suitable additional space will be available as required. 


The Company’s corporate office is located in Hamilton, Ontario and is comprised of leased premises 
occupying 46,982 square feet. 


The following is a list of the principal sites from which the Company conducts its operations. Unless 
otherwise indicated, all of the listed sites are held in fee by Philip or a wholly-owned subsidiary. 


Metals Services Group 


Owner Location Nature of Services Provided (1) 
RintkpsVfetalssincaa ere mee re Chesterton, Indiana metals collection, processing and transfer(2) 
St. Louis, Missouri metals collection, processing and transfer 
Coatesville, Pennsylvania metals collection, processing and transfer(2) 
Nashville, Tennessee metals collection, processing and transfer 
Memphis, Tennessee metals collection, processing and transfer(2) 
Chattanooga, Tennessee metals collection, processing and transfer 
Cleveland, Ohio metals collection, processing and transfer(2) 
Canton, Ohio metals collection, processing and transfer(2) 
Alhed Metals Lintited’: O¢ Ine. ENG 2 Bristol, United Kingdom metals collection, processing and transfer(2) 
Phihip EMberprises UNC ieee cea ee oo Hamilton, Ontario metals collection, processing and transfer 


Industrial Services Group 


Owner Location Nature of Services Provided (1) 

Burlington Environmental Inc............ Kansas City, Missouri by-products collection, processing and transfer 
Seattle, Washington by-products collection, processing and transfer 
Kent, Washington by-products collection, processing and transfer 
Tacoma, Washington by-products collection, processing and transfer 

INOETKUS NCHrtete a oe ae Recent oe eens 4 Detroit, Michigan by-products collection, processing and transfer 

Philip Industrial Services Group, Inc...... Detroit, Michigan by-products collection, processing and transfer 
Deerpark, Texas service depot (2) 
Irving, Texas waste water treatment facility(2) 

RIVERSGIloballeinet Ferree’. SMe de Toledo, Ohio by-products industrial services contracting (2) 

Republic Environmental Systems 

(Pennsylvania) finculostt. Yeon). oR Hatfield, Pennsylvania by-products collection, processing and transfer 

Philip Environmental Services Limited.... Etobicoke, Ontario by-products decommissioning service (2) 

Philip; Enterprises Loess). saiersslns pls exe Barrie, Ontario by-products collection, processing and transfer 
Rexdale, Ontario by-products collection, processing and transfer 
Hamilton, Ontario by products collection, processing and transfer 


(1) A number of the Company’s subsidiaries operate sites which provide services in more than one category. 


(2) Leased facility. 
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ITEM 3. LEGAL PROCEEDINGS 


From time to time, the Company is named a defendant in legal actions arising out of the normal course of 
business. The Company maintains liability insurance against risks arising out of the normal course of business. 
There can be no assurance that such insurance will be adequate to cover all such liabilities. The following 
describes pending legal proceedings other than ordinary, routine litigation incidental to its business. 


3(a) 


Various class actions have been filed against the Company, certain of its past and present directors and 
officers, the underwriters of the Company’s 1997 public offering and the Company’s auditors. Each action 
alleges that Philip’s financial disclosures for various time periods between 1995 and 1997 contained material 
misstatements or omissions in violation of U.S. federal securities laws (provisions of the Securities Act of 1933 
and of the Securities Exchange Act of 1934) and seeks to represent a class of purchasers of Philip’s common 
shares. On June 2, 1998, the Judicial Panel on Multidistrict Litigation ordered that the class actions be 
consolidated and transferred to the United States District Court, Southern District of New York. On July 23, 
1998, two pre-trial orders of the District Court were made. Pre-Trial Order No. 1 dealt with various 
administrative matters relating to the consolidation of the actions and a schedule for the plaintiffs to serve and 
file a consolidated amended class action complaint and for the Company’s response. Pre-Trial Order No. 2 
appointed a lead plaintiff and lead counsel. On November 13, 1998, the Company filed a motion for an order 
dismissing the class action on the grounds of forum non conveniens. As of the date hereof, no decision has 
been rendered on the forum non conveniens motion. 


Similar claims have been asserted against the Company and certain of its past and present officers and 
directors by the former shareholders of the Steiner-Liff Metals group of companies and the Southern-Foundry 
Supply group of companies. Philip acquired these companies in October 1997 and issued Philip common 
shares in partial payment of the purchase price. The claims allege that Philip’s financial disclosures for various 
time periods between 1995 and 1997 contain material misstatements or omissions and that these constitute a 
breach of certain representations and warranties made to the former shareholders or, alternatively, a violation 
of U.S. securities laws. 


A claim brought under the Ontario Class Proceedings Act was commenced on October 26, 1998 against 
the Company, the underwriters of the Company’s 1997 public offering and the Company’s auditors. The claim 
was brought on behalf of persons in Canada who purchased Philip common shares between November 6, 1997 
and December 18, 1997, and also seeks damages on behalf of persons in Canada who purchased common 
shares between May 21, 1996 and April 23, 1998. The claim contains various allegations that are similar in 
nature to those made in the U.S. class action claims. 


The Company has conducted a review of the claims and determined that it is not feasible to predict or 
determine the final outcome of these proceedings. The Company intends to vigorously defend all claims but 
there can be no assurance that the outcome of the class actions and related actions will not have a material 
adverse effect upon the financial condition or results of operations of the Company. 


3(b) 


In January 1997, the State of Missouri brought an enforcement action against Solvent Recovery 
Company (“SRC”), an indirect wholly owned subsidiary of the Company, in state court alleging numerous 
violations of hazardous waste regulations at SRC’s Kansas City, Missouri facility. Included were allegations 
that alterations or additions to the facility’s operations had been implemented without required modification of 
the facility’s hazardous waste permit as well as allegations of numerous deficiencies under regulations and 
SRC’s permit in the accumulation, record keeping, inspection, labelling, transportation and handling of such 
waste. SRC and the State of Missouri have agreed upon a payment of $225,000 to be made in two instalments 
and a payment of approximately $125,000 which payment is suspended and will be waived if the facility 
remains in compliance with applicable federal and state environmental standards for three years. Philip does 
not expect that the matter will have a material adverse effect on its results of operations or financial position. 
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3(c) 


In January 1999, Exxon Chemical Company (“Exxon’’) asserted a claim against International Catalyst, 
Inc. (“INCAT”), an indirect wholly owned subsidiary of the Company, for damages of $32.1 million arising 
from certain work conducted by INCAT at Exxon’s Baytown, Texas chemical plant. Exxon alleges that 
INCAT was responsible for the purchase and installation in 1996 of improper gasket materials in the internal 
bed piping flange joints of the Baytown plant which caused damages to the facility and consequential losses 
arising from the shutdown of the plant while repairs were made. In addition, in March 1999, Westlake 
PetroChemicals Corporation (“Westlake”) commenced an action against Piping Companies, Inc. (“PCI”), 
an indirect wholly-owned subsidiary of the Company, alleging that welding work conducted by PCI in 
December 1995 was defective and gave rise to a fire which caused considerable damage to Westlake’s Sulfur, 
Louisiana ethylene plant. The Company has conducted a preliminary review of these claims and determined 
that it is not feasible to predict or determine the final outcome of these proceedings. The Company intends to 
vigorously defend the claims and believes that it has insurance coverage for such claims. There can be no 
assurance that the outcome of the claims will not have a material adverse effect upon the financial condition or 
results of operations of the Company. 


3(d) 


In November 1998, the Company ceased paying interest on its $1.02 billion in outstanding secured 
syndicated debt and stopped making payments on certain other unsecured debt and contractual obligations 
(the “Unsecured Obligations”). The Company may not have a defense to claims asserted or actions 
commenced for the payment of these obligations, or compliance with such contracts. The Company has 
reached an agreement with its lending syndicate on the terms of a financial restructuring of the Company 
whereby outstanding syndicated debt of $1.02 billion will be converted into $300 million of senior secured 
debt, $100 million in convertible secured payment in-kind notes and 90% of the common shares of the 
restructured Company. The Company is preparing a pre-packaged plan of reorganization which it expects to 
file under Chapter 11 of the United States Bankruptcy Code and in Canada under the Companies Creditors 
Arrangement Act. The filing of a pre-packaged plan of reorganization is subject to the fulfillment of certain 
conditions. There can be no assurance that the pre-packaged plan of reorganization will be filed and if filed, 
that it will be approved by the required stakeholders and the courts having jurisdiction over such matters. If 
the pre-packaged plan of reorganization is not approved, there can be no assurance that the Company will 
continue as a going concern. The Company is seeking to impair the Unsecured Obligations as part of the US 
and Canadian pre-packaged plan of reorganization filings. There can be no assurance that the Unsecured 
Obligations will be resolved as part of the Company’s pre-packaged plan of reorganization. If not resolved, 
Unsecured Obligations could have a material adverse effect upon the financial condition or results of 
operations of the Company. 


ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 


No matters were submitted to a vote of shareholders of the Company during the fourth quarter of the 
fiscal year ended December 31, 1998. 


17 


PART II 


ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND 
RELATED STOCKHOLDER MATTERS 


Market Information 


The Company’s common shares trade under the symbol “PHV” in Canada on The Toronto Stock 
Exchange (the “TSE’’) and the Montreal Exchange. 


The trading of the Company’s common shares in the United States on the New York Stock Exchange 
(the “NYSE”) was halted on January 12, 1999 due to the Company’s failure to meet certain listing criteria of 
the NYSE. In particular, the Company’s net tangible assets available to common stock was less than 
$12 million and the Company’s three year average net income after taxes was less than $600,000. On April 23, 
1999, the NYSE notified the Company that it will suspend trading of Philip’s common shares and that it will 
make an application to the Securities and Exchange Commission to delist the Company’s common shares. 
The Company intends to request a hearing before the Board of Directors of the NYSE to appeal the decision. 


The following table sets forth for the fiscal periods indicated (based on the fiscal year ending 
December 31) the high and low sale prices per share and trading volume of the Company’s common shares as 
reported by the NYSE and the TSE, the principal Canadian exchange for the trading of the Company’s 
common shares. 


Price Range and Trading Volume of the Common Shares 


NYSE TSE 
High Low Volume High Low Volume 
(US dollars) (Canadian dollars) 

1997 

Firstaquartetyer-(tipitce ng) Sonia: a $18.38 $13.63 24,863,000 $24.75 $18.50 8,303,000 
second quatteric- acl Jim .reeitasicere s/f) 1225, 32,959,000 22.10 by..1L5 8,445,000 
Thirdiquarter p40: sou aes eee 19.94 14.37 31,765,000 27.90 19.95 16,710,000 
Fourth; quartersseje sears s Fe 1925 11.81 29,761,000 SAS) 17.00 11,226,000 
1998 

First) quarter ty: {at 6 oh Stee as. 8 $14.31 Sedias 112,118,000 $20.80 $10.75 28,188,000 
Secondiquarter. .eieeea eu 0s «ee 10.63 3.50 82,117,000 15.00 5.10 20,023,000 
third, quarter +4). seee<3. Lareedt <a! 4.25 0.75 52,208,000 6.20 1.18 15,172,000 
Fourth*quarter See seen ee ee 0.94 0.13 55,452,000 1.39 0.25 33,461,000 
1999 


First quarter’... .. 4s ae $0.80 $ 0.26 22,455,000 


t t if 
aN Wy Sere ae Ne heals 4 > voseenart Perth ? 7 t 0.70 °° 0.44 3,230,000 
(Through April 23, 1999) 


+ not available 


On April 23, 1999, the last reported sale price on the TSE of the common shares was Cdn$0.47. At 
April 23, 1999, there were 131,144,013 common shares issued and outstanding and held of record by 
approximately 1,667 shareholders. 


Dividend and Policy Record 


The Company has not declared or paid cash dividends on its common shares during the last five years. 
The Company currently intends to retain any earnings for use in its business and does not anticipate paying 
any cash dividends on its common shares in the foreseeable future. Any future declaration and payment of 
dividends will be subject to the discretion of the Company’s Board of Directors and to applicable law and will 
depend upon the Company’s results of operations, earnings, financial condition, contractual limitations, cash 
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requirements, future prospects and other factors deemed relevant by the Company’s Board of Directors. The 
Company’s Credit Facility restricts the payment of cash dividends. 


Sales of Unregistered Securities 


(a) On January 28, 1998, the Company issued 39 common shares in connection with the acquisition of 
Intermetco Inc. in 1997. The transaction was made in reliance on Regulation S under the 
Securities Act of 1933, as amended (the “Securities Act’). 


(b) On February 2, 1998, the Company issued 1,381 common shares in connection with the conversion 
of 7.25% Convertible Subordinated Debentures assumed by Philip pursuant to the Allwaste, Inc. 
acquisition in 1997. The transaction was exempt under Section 3(a) (9) of the Securities Act. 


(c) On March 5, 1998, the Company issued 159 common shares in connection with the acquisition of 
Intermetco Inc. in 1997. The transaction was made in reliance on Regulation S under the 
Securities Act. 


(d) On June 18, 1998, the Company issued 79 common shares in connection with the acquisition of 
Intermetco Inc. in 1997. The transaction was made in reliance on Regulation S under the 
Securities Act. 


(e) On July 13, 1998, the Company issued 79 common shares in connection with the acquisition of 
Intermetco Inc. in 1997. The transaction was made in reliance on Regulation S under the 
Securities Act. 


(f) On October 19, 1998, the Company issued 159 common shares in connection with the acquisition 
of Intermetco Inc. in 1997 The transaction was made in reliance on Regulation S under the 
Securities Act. 


Foreign Issuer 


There are no governmental laws, decrees or regulations in Canada relating to restrictions on the import of 
capital or affecting the remittance of interest, dividends or other payments to non-resident holders of the 
Company’s common shares, except for withholding tax provisions discussed below. There are no limitations on 
the right of non-resident or foreign owners to hold or vote the common shares of the Company except as 
provided in the Investment Canada Act (the “Act’’). The Act provides for the review and approval by the 
Canadian government of direct or indirect acquisitions of control of Canadian businesses where the investment 
exceeds specified thresholds and for the divestment of investments which have not been approved. The 
Company is not aware of any such control positions held by U.S. investors. 


The following paragraphs summarize certain Canadian federal income tax considerations in connection 
with the receipt of dividends paid on common shares and a disposition of common shares by non-residents of 
Canada. These tax considerations are stated in brief and general terms and are based on Canadian law 
currently in effect. There are other potentially significant Canadian and U.S. federal income tax considerations 
and provincial, state or local income tax considerations with respect to ownership and disposition of the 
common shares which are not discussed herein. The tax considerations relative to ownership and disposition of 
the common shares may vary from taxpayer to taxpayer depending on the taxpayer’s particular status. 


Generally, under the Income Tax Act (Canada) (the “Tax Act’’), dividends paid or credited or deemed 
to be paid or credited on common shares of the Company to a shareholder who is not resident in Canada, and 
who does not use or hold and is not deemed to use or hold such shares in or in the course of carrying on a 
business in Canada, are subject to a withholding tax of 25% of the gross amount of such dividends. However, 
Article X to the Canada-United States Income Tax Convention, 1980 (the “Convention”) reduces to 15% the 
rate of such withholding tax where the beneficial owner of the dividends is resident in the United States for the 
purposes of the Convention. The rate of such withholding tax will be further reduced to 5% where the 
beneficial owner of the dividends owns at least 10% of the voting stock of the company paying the dividends. 
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A shareholder who is not resident in Canada under the Tax Act and who holds common shares of the 
Company as capital property will not be subject to tax in Canada on capital gains realized on the disposition or 
deemed disposition of such common shares unless such common shares are “taxable Canadian property” 
within the meaning of the Tax Act at the time of the disposition or deemed disposition, as the case may be. 
Common shares are generally not taxable Canadian property provided such shares are listed on a prescribed 
stock exchange (which includes the New York Stock Exchange, The Toronto Stock Exchange and the 
Montreal Exchange) and at no time within the five-year period immediately preceding the disposition or 
deemed disposition did the shareholder, persons with whom the shareholder did not deal at arm’s length, or 
the shareholder together with such persons, own 25% or more of the issued shares (and, in the view of 
Revenue Canada, taking into account any interest therein or options in respect thereof that belonged to the 
shareholder, persons with whom the shareholder did not deal at arm’s length, or the shareholder and such 
persons) of any class or series of the Company’s shares. A deemed disposition of common shares held by a 
shareholder will arise on the death of that shareholder. If the common shares are taxable Canadian property to 
a shareholder who is resident in the United States for the purposes of the Convention, any capital gain realized 
on the disposition or deemed disposition of such shares will generally be exempt from tax under the Tax Act 
by virtue of the Convention if the value of such shares at the time of the disposition or deemed disposition is 
not derived principally from real property situated in Canada (as defined by the Convention). 


Common shares of the Company held by a citizen or resident of the United States would normally be 
subject to tax on capital gains upon disposition under the laws of the United States. 
Normal Course Issuer Bid 


On March 13, 1998, the Company announced its intention to make a normal course issuer bid through 
which Philip could make open market purchases of its common shares on the NYSE, TSE and the Montreal 
Exchange. The bid commenced on March 17, 1998 and ended on March 16, 1999. Philip did not purchase any 
of its outstanding common shares pursuant to the bid. 
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ITEM 6. SELECTED FINANCIAL DATA 


The following table presents selected financial data of Philip for the periods indicated, including the 
accounts of all companies acquired prior to the end of the respective reporting periods. The companies, all of 
which were acquired in transactions accounted for as purchases during the past five years, are included from 
their respective dates of acquisition. For all periods indicated, the selected financial data reflects Philip’s 
Non-Ferrous and Copper operations which were discontinued in 1998 and the former municipal and 
commercial solid waste operations, which were sold in August 1996, as discontinued operations. See Note 5 to 
the Company’s audited Consolidated Financial Statements which appears on pages 51 and 52. As at 
December 31, 1998, the Company was not in compliance with the provisions of its existing credit agreement 
and therefore, certain amounts of debt previously recorded as long-term have been reclassified as current 
liabilities. See Note 1 to the Company’s audited Consolidated Financial Statements which appears on 
pages 45 and 46. 


The selected financial data should be read in conjunction with the accompanying audited Consolidated 
Financial Statements of the Company and the related Notes thereto. Philip did not pay any cash dividends 
during the periods set forth below. 


Years ended December 31 
1998 1997 1996 1995 1994 


(in thousands of US dollars, except share and per share amounts) 
Statement of Earnings Data: 


Revenues. 25. Aiea. eae, DAMA? toot $ 2,000,732 $1,180,946 $333,232 $295,816 $241,059 
Operating expenses er.nratina 2 seers... 24... 1,720,344 932-9515: 29262:040) 06215;237 wo 178:062 
Speciak:ichargeso shite. 2 WGI.) eT. OI SS 1,109,877 135,466 — — — 
Selling, general and administrative-costs ..... 283,716 113,628 51,705 46,049 36,320 
Depreciation and amortization.............. 100,847 Do. o3 22,863 17,630 14,758 
Income (loss) from operations ............. (1,214,052) (36,176) .9(3:316) 16,900 11,919 
Tin tekst, CXDENSCHYY. ca ntcree einen mi Piss “beer 77,830 36,136 1 be 18,348 13,602 
Other, income-and expense-netv 4). FAs. - (1,648) (14,328) (3,456) (2,688) — (1,553) 
Earnings (loss) from continuing operations / 

befarectax 2ners. ok. snorvied Vilidorie Gucr, (1,290,234) (77,984) (13,092) 1,240 (130) 
incomertaxeso(Técovery) faeces. oe Ana . cE 42,247 UT462) U1) AICSjOS7T) rakes ) 
Earnings (loss) from continuing operations... $(1,332,481) $ (60,522) $ (2,815) $ 4,297 $ 2,987 
Basic earnings (loss) per share-continuing ... $ (10.16) $ (0.69) $ (0.06) $ 0.12 $ 0.08 


Diluted earnings (loss) per share-continuing.. $ (10.16) $ (0:69)_5. (0.06) ..9, . OL Sa 0.00 
Weighted average number of common shares 


CUtstanaine, (OU0s ica, eater eee rete - : 131,130 88,191 50,073 37,342 36,209 
Balance Sheet Data: (end of period) 
Working capital (delcicncy ™ acacia, oc $ (772,168) $ 364,739 $139,326 $ 41,805 $ 63,050 
PP Olal ASSC LSawenca tate tet cet ava as orem s tre ane 1,147,679 2,666,978 819,229 650,040 580,722 
Total debt including current maturities ...... 1,107,778 D8Ol32595, 500503.) . IO OL. 299.547, 
SUarchOoldersecauity CUCHCIL) (cg eens (393,125)* 1,216,941" 379,010 191,109” 181,541 
Other Data: 
PA THOTT ZALIO Riel a ie at ee ek $ 33.0334 $416,658. 2.5.41,0904.19. 16,789... . 05413 
Depreciation \teaa tees ahi peers toin, 67,814 39,095 15.213 10,841 9,345 
Additions to property, plant and equipment... 61,918 63,494 41,016 23,594 16,440 
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 


The following discussion reviews the Company’s operations for the years ended December 31, 1998, 1997 
and 1996 and should be read in conjunction with the Company’s audited Consolidated Financial Statements 
and related notes thereto included elsewhere herein. The Company reports in US dollars and in accordance 
with US generally accepted accounting principles. 


The Company has not been in compliance with the provisions of its credit agreement since June 30, 1998. 
On April 26, 1999 the Company’s lenders approved a lock-up agreement (“Lock-up Agreement”) which sets 
forth a new capital structure for the Company and the conditions that govern the restructuring of $1.02 billion 
in secured term loans outstanding under the Credit Facility. As a result of the financial uncertainty 
surrounding the Company, the results of operations for the second half of 1998 were significantly impacted by 
actions to retain customers, suppliers’ tightening trade terms and employee attrition. Until this uncertainty is 
removed and the new capital and debt structure is in place, the reported financial information discussed herein 
may not be necessarily indicative of future operating results or future financial condition. 


Introduction 


The Company is a supplier of metals recovery and industrial services. The Company has over 
280 operating facilities and over 13,000 employees located throughout North America and Europe, that 
provide services to more than 45,000 industrial and commercial customers. The Company has achieved its 
position in the metals recovery and industrial services market through internal growth and through the 
acquisition of over 40 companies since the beginning of 1996. The Company’s primary base of operations is in 
the United States. For geographical information, see Note 22 to the Company’s audited Consolidated 
Financial Statements which appears on pages 64 and 65 of this Form 10-K. 


The Company’s business is organized into two operating divisions — the Metals Services Group and the 
Industrial Services Group. The Metals Services Group processes or recycles ferrous scrap materials (the 
“Ferrous Operations”) and provides mill services and engineering and consulting services (“Industrial Metals 
Services” or “IMS”’), at multiple locations throughout North America and Europe. The Ferrous Operations 
include the collection and processing of ferrous scrap materials for shipment to steel mills as well as significant 
brokerage services for scrap materials. The Metals Services Group primarily services the steel, foundry and 
automotive industry sectors. In December 1998, the Company decided to discontinue the non-ferrous and 
copper operations of its Metals Services Group. The non-ferrous operations included the refining of second 
grade copper into prime ingot, and the production of deoxidizing products and alloys from aluminum scrap for 
use in the steel and automotive industries (““Non-Ferrous Operations”). The copper operations processed wire 
and cable scrap to recover copper (“Copper Operations”). For all periods presented, the consolidated financial 
results disclose the Company’s Non-Ferrous and Copper Operations as discontinued operations. 


The Industrial Services Group provides industrial outsourcing services, by-products recovery and utilities 
management services with a network of over 250 facilities. Industrial outsourcing services include cleaning and 
maintenance, waste collection and transportation, decommissioning and remediation, analytical services, 
emergency response services, container services and tank cleaning, turnaround and outage services, mechani- 
cal contracting and refractory services. By-products recovery includes solvent distillation, engineered fuel 
blending, paint overspray recovery, organic and inorganic processing and polyurethane recycling. The Utilities 
Management business provides services to industrial and municipal water and wastewater treatment plants, 
power plants and related infrastructure. The Industrial Services Group services the automotive, refining and 
petrochemical, steel, oil and gas, pulp and paper and transportation sectors, as well as public sector clients 
responsible for water and wastewater treatment. 


The Company earns revenue by providing industrial services, from the sale of recovered commodities and 
from fees charged to customers for by-product transfer and processing, collection and disposal services. The 
Company receives by-products and, after processing, disposes of the residuals at a cost lower than the fees 


charged to its customers. Other sources of revenue include fees charged for environmental consulting and 
engineering and other services. 
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The Company’s operating expenses include direct labour, indirect labour, payroll related taxes, benefits, 
fuel, maintenance and repairs of equipment and facilities, depreciation, property taxes, and accrual for future 
closure and remediation costs. Selling, general and administrative expenses include management salaries, 
clerical and administrative costs, professional services, facility rentals and insurance costs, as well as costs 
related to the Company’s marketing and sales force. Professional fees related to restructuring of the Company 
have been included in selling, general and administrative expenses in 1998. 


Discontinued operations and divestitures 


In December 1998, the Company made the decision to discontinue the Non-Ferrous and Copper 
Operations of its Metals Services business. A sale of certain of the aluminum operations included in Non- 
Ferrous Operations closed on January 11, 1999 for a total consideration of approximately $69.5 million. 
Certain copper and non-ferrous operations or assets are anticipated to be sold in the next twelve months and 
the remainder of the operations in these segments will be closed during 1999. Revenue from the Non-Ferrous 
and Copper Operations, net of intercompany revenue was $403.3 million, $570.0 million and $199.1 million for 
the fiscal years ended December 31, 1998, 1997 and 1996, respectively. A loss on the sale of the aluminum 
operations recorded in 1998 was $30.5 million, net of taxes of $3.8 million. The loss on the closure or sale of 
the remainder of the Non-Ferrous and Copper Operations, which includes fair value adjustments, writedowns 
of goodwill and income tax valuation allowances, is estimated to be $126.1 million. 


Loss from discontinued operations (net of tax) of $17.2 million for the year ended December 31, 1996 
also includes the results of the Company’s municipal and commercial solid waste business. These operations 
have been treated as discontinued as a result of the sale of the Company’s municipal and commercial solid 
waste business in 1996. See Note 5 of the Company’s audited Consolidated Financial Statements which 
appears on pages 51 and 52 of this Form 10-K. Interest expense has been allocated to the municipal and 
commercial solid waste business segment based upon the relationship of the net assets of the solid waste 
business to the Company’s consolidated net assets. 


On July 7, 1998, the Company’s Houston, Texas based steel distribution business was sold for cash 
proceeds of $95 million, resulting in a gain on sale of approximately $17 million. The results of operations for 
the steel distribution business are included in the Ferrous operations segment of the Metal Services business. 
The business generated annual revenue in excess of $130 million and income from operations of $12.5 million 
in 1997. 


The Company continues to review the divestiture of certain of its non-core businesses or investments. The 
proceeds which may be raised from these divestitures are unknown. A gain or loss may be recorded on the 
divestitures but the amount cannot be determined until definitive agreements are reached. In addition, costs 
with respect to restructuring operations may be necessary but are not quantifiable at this time. 
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Results of Operations 


The following table presents, for the periods indicated, the results of operations and the percentage 
relationships which the various items in the Consolidated Statements of Earnings bear to the consolidated 
revenue from continuing operations. 


Years ended December 31 
($ millions) 


1998 1997 1996 
Revenues Grate aie ec teres hauciayin 1Oe en eae $ 2,000.7 100% $1,180.9 100% $333.2 100% 
OperaUNne exPenses pincer iia tess > some age pa 1,720.3 86% 32-31 Ides eee ogo 
Spectal chiatcesner eta aes ie va te tec chu ert eee Vt09 9 Fea 70 1353) "s te — — 
Selling, general and administrative costs........... 283.7 14% 113.6 10% 2} ef Dar Oh Wey 
Depreciation andramoriz alone ern eee 100.8 5% Sef 5% 229 71% 
Loss from operations... ci. oi cer anti Fee (1,214.0) (60%) (36.2), (8%). (3.4), ~(1%) 
Interest expense mya seen be se oa fo ere 77.8 4% 36.1 3% 132 4% 
Otheruncome) and expense-met me. . 2 ioe ee ee cy (1.6) — (14.3) (1%) _ (3.5) (1%) 
Loss from continuing operations before tax ........ (1,290.2) (64%) (78.0) (7%) (13.1) (4%) 
Income, taxes. (recovery) fescue: tee ek Ree 42.3 2% (17-5) or({2%) hrGlOS ror %) 
Koss: fromicontinuing operations 4. eerie ee (1,332.5) (66%) (60.5) quel 570) (258) spill lito) 
Discontinuedsoperations (Net Olas) eee ee (254.4) (13%) (65.8) (6%) (17.2) (5%) 
Net. loss ric; a soot en city tains Gat ts cae a Cem eee $(1,586.9) (79%) $ (126.3) (11%) $(20.0) (6%) 


Earnings from continuing operations 


For the year ended December 31, 1998, the Company incurred a loss from continuing operations of 
$1,332.5 million or $10.16 per share on a diluted basis. This compares to a loss of $60.5 million from 
continuing operations or $0.69 per share from continuing operations for the year ended December 31, 1997. 
For the year ended December 31, 1996, the loss from continuing operations was $2.8 million and the loss per 
share was $0.06. 


The results of operations for the years ended December 31, 1998 and 1997 were impacted by special 
charges recorded by the Company amounting to $1,211.1 million and $104.0 million, respectively, 
see “Special Charges”. Excluding these charges, the Company had a loss from continuing operations 
of $121.4 million or $0.93 per share on a diluted basis for the year ended December 31, 1998 and income 
from continuing operations of $43.5 million or $0.48 per share on a diluted basis for the year ended 
December 31, 1997. 


Operating Results 


The operating results for the Metals Services Group reflect the following: 


Years ended December 31 ($ millions) 
1998 1997 1996 
Ferrous IMS Total Ferrous IMS Total Ferrous IMS Total 


Revenue Ae ane ak eee SalL87 eS 41. L -$5759.8 97 ($2527.20) 1S 121:3) GS 548 See CCl oee Some Serr Ore 
Income (loss) from operations . . (498.4) (USL) (SNES) 34.6 (19.2) 15.4 4.0 1.0 5.0 
Income (loss) from operations 

excluding special charges..... 8.2 (10.8) (2.6) BOF), 3.9 43.6 4.0 1.0 5.0 


The increase in revenue for the ferrous operations of $191.5 million during 1998 and $457.5 million 
during 1997 was due primarily to the acquisition of businesses in 1997. In 1998, this increase was offset by 
lower volume and sale prices for scrap, largely attributable to reduced shipments of domestic scrap material to 
Asian markets and higher imports, causing an oversupply in North America, and also by the sale of the steel 
distribution business in July 1998. In addition, in the second half of fiscal 1998, the ferrous operations’ 
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volumes were adversely impacted by the negative financial situation of the Company. Income from operations 
excluding special charges as a percentage of revenue, which was 1.1% for the 1998 fiscal year, as compared to 
7.5% for the fiscal year ended December 31, 1997 and 5.7% for the fiscal year ended December 31, 1996, 
reflects the change in lower prices and volumes. 


The increase in revenue from the Industrial Metals Services operations of $19.8 million for the year 
ended December 31, 1998 and $14.8 million for the year ended December 31, 1997 was due primarily to 
acquisitions in 1997. Income (loss) from operations excluding special charges as a percentage of revenue was 
(26.3%) for the year ended December 31, 1998, compared to 18.3% for the year ended December 31, 1997 
due to customer cancellation of a large project after significant costs had already been incurred and the failure 
to bring to fruition other development projects due to the Company’s financial uncertainty in the second half 
of 1998. The results for 1998 were also impacted by a reserve for outstanding contract claims caused by a 
reduced expectation of recovery due to a customer’s financial difficulties. 


The operating results for the Industrial Services Group reflect the following: 


Years ended December 31, 1998 ($ millions) 


Industrial 
By-Products Utilities Outsourcing 
Recovery Management Services Total 
Revenues 255.00 Bae Se ee eR vs Se ee Sw we a $ 976.1 $1,240.9 
Income (loss) from operations ...... ..... «8 spasms. : (595) 2.0 (442.2) (499.7) 
Income (loss) from operations excluding special 
CHAIRS 4... +5 le cues cape pees 4S RR. Beem: (2.4) 2.0 21.9 21.5 
Years ended December 31, 1997 ($ millions) 
Industrial 
By-Products Utilities Outsourcing 
oRecovery:_, 1S Management H2biServices JHF Totally 
REVO TIC vce A cant ath ea ae A ek $ 191.1 $ 28.6 $4127,  $ 632.4 
Income: (108s) TOM) ODat ail Ol s pacers se ean se (72.6) 1.0 16.7 (54.9) 
Income from operations excluding special charges.... 4.8 1.0 40.6 46.4 
Years ended December 31, 1996 ($ millions) 
Industrial 
By-Products Utilities Outsourcing 
Recovery Management Services Total 
IC VONMUC srree 0 ea tte tae che ee ee tone te uence: = PR ASB $ jie Sah ie aa $e o7.0 
income (romr OperalOns See ee etek eee ee. ee 4.1 — 2.0 6.1 
Income from operations excluding special charges... . 4.1 _ 2.0 6.1 


Revenue from By-Products Recovery decreased by $15.4 million for the year ended December 31, 1998. 
Income (loss) from operations excluding special charges as a percentage of revenue was (1.4%) for the year 
ended December 31, 1998 compared with 2.5% for each of the years ended December 31, 1997 and 1996. The 
By-Product Recovery operations collect and process waste and use third-party suppliers for ultimate disposal. 
A reduction in incinerator capacity due to consolidations in the industry caused the prices of disposal to 
increase in 1998. In addition, the market for by-product recovery services has been diminishing in the past 
three years as customers work to reduce waste quantities to be disposed and therefore, prices and volumes 
processed have been negatively impacted. Both of these factors have caused a reduction in both revenue and 
profitability. Revenue from By-Products Recovery increased by $27.6 million for the year ended December 31, 
1997 due primarily to acquisitions. 


The increase in revenue from Utilities Management of $60.5 million for the year ended December 31, 
1998 and $27.3 million for the year ended December 31, 1997 was due primarily to acquisitions in 1998 and 
1997. Income from operations excluding special charges as a percentage of revenue was 2.2% for the year 
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ended December 31, 1998 compared to 3.5% for the year ended December 31, 1997 due primarily to the 
acquisitions in 1997 and 1998 of businesses with lower: margins. 


The increase in revenue for the Industrial Outsourcing Services operations of $563.4 million and 
$320.5 million in the fiscal years ended December 31, 1998 and 1997, respectively, was due primarily to the 
acquisition of Allwaste, Inc. and Serv-Tech, Inc. as well as of other businesses in fiscal 1997. Income from 
operations excluding special charges as a percentage of revenue was 2.2% for the year ended December 31, 
1998 compared with 9.8% for the year ended December 31, 1997 due to margin deterioration, given 
competitive market pressures, a different mix of business which resulted after the acquisitions in 1997 and the 
negative impact of the financial instability of the Company in the last half of 1998. In addition, while oil and 
gas prices have been depressed in 1998, customers in this industry have elected to postpone significant 
maintenance and capital expenditures, including turnaround projects, which has reduced revenue and 
profitability. 


Special charges 
1998 


The following table summarizes the special charges for continuing operations recorded by the Company 
in 1998 and identifies where they are disclosed in the Consolidated Statements of Earnings: 


Asset impairments and other costs recorded as special charges(a) ...............---005- $1,109,877 
Costs recorded as selling, general and administrative costs(b).................0..00005. 63,000 
Writedowns of investments recorded as other income and expenses(c) .................. 38,250 
Pretax © ca ero ke tee ae eee No BE AE je, v Gs oa be ie se bent otc ers ake el Rte a ea SL 201127 
WM i Roe 5G econ Nh Ui dal een oe ala he Se eS PRES eNO EEE SAE Nr Orhan. Sey 


(a) For the year ended December 31, 1998, the Company recorded a charge of $1.1 billion reflecting the 
effects of (i) decisions made with respect to the potential disposition of the US Ferrous and certain 
Industrial Services Group operations, (ii) impairments of fixed assets and related goodwill resulting from 
decisions to exit various business locations or activities and dispose of the related assets, and 
(iii) assessments of the recoverability of fixed assets and the related goodwill of business units in 
continuing use. 


Management reviewed the Company’s long-lived assets and intangibles such as goodwill, to assess 
whether the events and changes in circumstances described in the Financial Condition section indicated 
that the carrying amounts of assets may not be recoverable. In making these estimates, management 
utilized the assessments, calculations and determinations made in preparing the proposed pre-packaged 
plan of reorganization to be filed with the appropriate courts in Canada and the United States, including 
estimates of overall enterprise value. Where the proposed reorganization plan or estimates of enterprise 
value raised doubts as to the recoverability of the assets, management estimated the future cash flows 
expected to result from the proposed use of the asset and its eventual disposition. If these estimates of 
future cash flow did not provide a reasonable level of assurance as to the recoverability of the carrying 
value of the asset, the carrying value was written down to its estimated recoverable amount. 


All businesses assessed for asset impairment were acquired in purchase business combinations and, 
accordingly, the goodwill that arose in the transactions was included in the tests for recoverability. Assets 
to be disposed of were valued at their estimated net realizable value while the value of the assets of the 
business units to be continued were assessed at fair value principally using discounted cash flow methods 
using a discount rate of approximately 12%. 
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Special and non-recurring charges relate to the impairment of fixed assets and related goodwill and are 


comprised of the following items: 


(b) 


(c) 


| Beet 


Business units, locations or activities to be exited: 


Goodwill, written olhe Stage. Seaton Aes pete ini ehele (ak. SF Bets $ 40,000 
Fixed assets written down to estimated net realizable value of $6,500........... 18,863 
Future leasctandsothemexitino costae fot a a i aus Me suena Tony one 24,254 


Business units to be continued: 


Goodwill am paimmenticpamce eet te le CRE ces eee te eegane Se Hite 7) es, ee 951,660 
Fixed assets written down to estimated net realizable value of $99,816.......... 52,360 
Other. intangiblessimwaitaaen tere. ft: Stated ak Reta! tte oh at Wes ciate tei suai chs 22,740 

$1,109,877 


On June 2, 1998, the Company announced its intention to sell its ferrous and non-ferrous businesses. 
During the third and fourth quarter of 1998, certain businesses were sold, or closed, or are anticipated to 
be sold or closed in 1999, as described in Notes 4 and 5. Due to weak ferrous market conditions and 
indications of value from offers received, the Company decided not to sell the remainder of its Metals 
Services operations at this time. Accordingly, certain amounts disclosed in the third quarter as business 
units to be exited are now considered business units to be continued. 


Included in selling, general and administrative costs in 1998 are costs of $28.0 million relating to charges 
for financing fees and debt restructuring costs. Deferred financing costs which were previously amortized 
over the life of the credit agreement have been expensed as the Credit Facility will be replaced with a new 
facility with substantially different terms as indicated in Note 1 of the audited Consolidated Financial 
Statements which appears on pages 45 and 46 of this Form 10-K. The Company’s current financial 
position, its planned divestitures, litigation with debtors, unexpected financial difficulties of certain 
customers and a general deterioration in customer market conditions have necessitated the recording of 
an additional provision for doubtful accounts of $25.0 million. The remainder of the special charges 
recorded in selling, general and administrative costs amounting to $10.0 million related to severance 
payments and other costs relating to ongoing cost reduction measures and restructuring. 


The Company’s 24.2% investment in Innovative Valve Technologies Inc. (““Invatec’’), is accounted for 
using the equity method of accounting. Invatec is a publicly traded company which provides 
comprehensive maintenance, repair, replacement and value-added distribution services of industrial 
valves and process system components. The reduction in carrying value of $25 million recognizes a 
potentially long-term impairment in value which is reflected by the current market performance of 
Invatec’s shares. 


The Company’s investment in Strategic Holdings Inc., which was accounted for at cost, and a long-term 
note receivable from Strategic Holding Inc., were divested in the fourth quarter of 1998 for less than their 
original book value. Accordingly, a writedown of the investment and the long-term note receivable in the 
third quarter of 1998 of $13.3 million was recorded as part of Other income and expense-net. 


As at December 31, 1997, the Company recorded a pre-tax charge of $135.5 million ($104.0 million after 


tax) reflecting the effects of (i) restructuring decisions made in its Industrial Services Group following the 
mergers of Allwaste, Inc. and Serv-Tech, Inc., (ii) integration decisions in various of its acquired Metal 
Services Group businesses, the most significant of which were acquired in late October 1997 and 
(iii) impairments of fixed assets and related goodwill resulting both from decisions to exit various business 
locations and dispose of the related assets, as well as assessments of the recoverability of fixed assets and 
related goodwill of business units in continuing use. 
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Selling, General and Administrative Expenses 


Selling, general and administrative expenses as a percentage of revenue were 14% in fiscal 1998 compared 
to 10% in fiscal 1997. The majority of this increase was due to the recording of $63 million in special charges 
in 1998, which are detailed in the Special Charges section. Selling, general and administrative expenses 
increased by $61.9 million or 120% in fiscal 1997 compared to 1996. The increase was attributable to the full 
year effect of the consolidation of selling, general and administrative expenses of companies acquired in 1997 
as well as the addition of sales, marketing and corporate staff to manage the increased volume of business. 


Depreciation and amortization 


Depreciation and amortization of fixed assets and goodwill in 1998 was $100.8 million, representing an 
increase of $45.1 million or 81% over 1997. This increase was due to the full year effect of acquisitions 
completed by the Company in the prior year. 


Depreciation and amortization of fixed assets and goodwill in 1997 was $55.7 million, an increase of 
$32.8 million over 1996. This increase was due primarily to acquisitions in the year as well as fixed asset 
additions in 1997. 


Interest expense 


Interest expense in 1998 was $77.8 million, representing an increase of $41.7 million or 116% over 1997. 
This increase was partially attributable to increased borrowings to finance the Company’s growth by 
acquisition, fixed asset expansion and working capital requirements to support the Company’s increased 
revenue base. Also, a portion of the increase in interest expense can be attributed to increased borrowing rates 
in 1998 both from increases in the prime rate and an increase of 100 basis points in the June 1998 amendment 
to the Credit Facility. Although the Company suspended payments of interest under the Credit Facility in 
November 1998, all amounts owing were expensed and included in the balance of the bank term loan as at 
December 31, 1998. 


Aggregate interest expense in 1997 was $36.1 million or $22.9 million higher than 1996. In May of 1996, 
the Company issued common shares and used the proceeds to reduce the amount of long-term debt 
outstanding. In addition, in 1996, all the remaining 6% convertible subordinated debentures were converted 
into Common Shares of the Company, further reducing the Company’s outstanding debt. In 1997, the 
borrowings were increased to finance the Company’s acquisition and fixed asset expansion programs. 


Other income and expense — net 


Other income and expense — net for the year ended December 31, 1998 consists primarily of a net gain 
of $17.2 million before tax on the sale of the steel distribution business, writedowns on investments of 
$38.3 million described in Special Charges and net proceeds on the termination of the merger agreement to 
acquire Safety Kleen Corp. in the first quarter of 1998 of $14.7 million. As well, the Company earned 
$7.4 million of interest and equity income on investments during 1998. 


Other income and expense — net for 1997 includes a $2.8 million gain before tax on the sale of shares 
received as part of the proceeds on the sale of the municipal and commercial solid waste business in 1996. The 
shares which were restricted at the time of receipt, were sold by the Company in February 1997 following the 
removal of the restriction. In addition, a gain of $7.6 million before tax was recorded in 1997 on the 
cancellation of a derivative instrument which was put in place in anticipation of a debt offering which was later 
abandoned. 


Income taxes 


The Company is required to record a valuation allowance for deferred tax assets when management 
believes it is more likely than not that the asset will not be realized. In 1998, based on the level of historical 
taxable income and projections for future taxable income over the periods in which the net operating losses are 
deductible, it was determined that it is more likely than not that the Company will not realize the benefit of 
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the Canadian and US deferred tax debits which arose in 1998 and the Canadian deferred tax debits which 
arose in prior years. The Company’s plan to restructure the secured bank term loans in 1999 in accordance 
with the Lock-up Agreement indicated in Note 1 to the audited Consolidated Financial Statements appearing 
elsewhere herein, may result in a gain that will be sufficient to utilize the deferred tax assets. However, given 
that this gain is contingent on Court confirmation, the Company has recorded a valuation allowance of 
$204.5 million for the year ended December 31, 1998. 


The Company recorded income taxes recoverable in the years ended December 31, 1997 and 1996. The 
composition of the income tax recoverable in 1997 and 1996 is discussed in Note 15 to the Company’s audited 
Consolidated Financial Statements appearing elsewhere herein. In 1997 and 1996, no valuation allowance was 
recorded since management believed that at that time it was more likely than not to realize the benefit of the 
deferred tax asset based on the level of historical taxable income and projections for future taxable income 
over the periods in which the net operating losses were deductible. 


FINANCIAL CONDITION 
Liquidity and credit facility 


In August 1997, the Company signed a five year revolving term credit agreement, which was amended in 
October 1997, February 1998, June 1998, October 1998 and December 1998 (‘“‘the Credit Facility”), with a 
syndicate of international lenders. The Credit Facility originally provided for up to $1.5 billion in borrowings, 
subject to compliance with specified availability tests. Borrowings under the Credit Facility are guaranteed by 
the Company and its direct and indirect wholly-owned subsidiaries and are secured by a pledge of the issued 
and outstanding securities of the Company’s direct and indirect wholly-owned subsidiaries and a charge over 
the present and future assets of the Company and its direct and indirect wholly-owned subsidiaries. 


At December 31, 1998, the Company was not in compliance with certain covenants in the Credit Facility, 
including the financial covenants, which require the Company to maintain a specified interest coverage ratio, 
debt to EBITDA ratio, fixed charge ratio and working capital ratio. As the Company is not in compliance with 
the terms of the Credit Facility, the debt outstanding under the Credit Facility is classified as a current 
liability on the Company’s December 31, 1998 Consolidated Balance Sheet. In June 1998, the Credit Facility 
was reduced from $1.5 billion to $1.2 billion, the interest rate charged was increased by 100 basis points, the 
Company was permitted access to $60 million of the proceeds arising from an asset disposition of which $20 
million was allocated to provide collateral for letters of credit and the Company agreed to a standstill until 
September 30, 1998 respecting the incurrence of additional debt and the occurrence of dispositions or 
acquisitions. On October 20, 1998, the Credit Facility was further amended to permit the use of the letter of 
credit facility for general corporate and other purposes and to extend the Company standstill on certain 
activities until June 30, 1999. In November 1998, the Company suspended payments of interest under the 
Credit Facility. 


On April 26, 1999 the Company’s lenders approved a Lock-up Agreement which sets forth a new capital 
structure for the Company and the conditions that govern the restructuring of $1.02 billion in secured term 
loans outstanding under the Credit Facility. Under the terms of the Lock-up Agreement, the lenders will 
convert the outstanding $1.02 billion of secured debt into $300 million of senior secured debt, $100 million of 
convertible secured payment in-kind notes and 90 % of the common shares of the restructured Company. The 
secured payment in-kind notes are convertible into 25 % of the common shares of the restructured Company 
on a fully diluted basis as of the restructuring date. The senior secured debt and the secured payment in-kind 
notes each have a term of five years. The Lock-up Agreement enables the Company to use $68.5 million in 
proceeds from the January 1999 sale of the Company’s aluminum assets and allows access to future asset sale 
proceeds of up to $24.5 million. The Lock-up Agreement also provides that the Board of Directors of the 
restructured Company will consist of nine directors, who will be nominated by the new 90 % shareholders (i.e., 
the lenders). The nominees will include two members of the existing Board of Directors. The Company has 
agreed to a reduction in the Credit Facility from $1.2 billion to the current amount outstanding. A copy of the 
Lock-up Agreement is attached as Exhibit 10.9 to this Form 10-K. 
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The Company plans to file a pre-packaged plan of reorganization with the appropriate courts in Canada 
and the United States in June 1999. The plan will include, in addition to the arrangements reached with the 
Company’s lenders described above, proposals that would adjust the amounts owing to certain unsecured 
creditors and the realization value of the Company’s assets. Upon filing the pre-packaged plan of 
reorganization, the Company will have access to $100 million of debtor-in-possession financing to support its 
working capital requirements during the restructuring process. On the plan implementation date, the 
$100 million debtor-in-possession financing will be repaid by a $100 million working capital facility to be 
established. 


The ability of the Company to continue as a going concern is dependent on the courts’ approval of the 
pre-packaged plan of reorganization contemplated by the Lock-up Agreement. 


On the acquisition of Allwaste, the Company assumed the indenture with respect to Allwaste’s 7 %4% 
Convertible Subordinated Debentures (“debenture”) totalling $25.6 million which are due 2014. Interest is 
payable semi-annually on June 1 and December 1. Effective December 1, 1998, the Company suspended 
payments of interest on the debenture which created a default under the indenture. Accordingly, the amount 
of the debentures outstanding has been classified as a current liability on the Consolidated Balance Sheet at 
December 31, 1998. 


Unsecured loans relating to certain 1997 acquisitions totalling $16,000 are in default as at December 31, 
1998 since principal repayments required on these notes in 1998 were not made, and therefore, the loans have 
been classified as a current liability on the Company’s Consolidated Balance Sheet. 


Fixed rate secured loans include industrial development bonds totalling $7,700 which are in default as at 
December 31, 1998 since principal repayments required were not made. 


At December 31, 1998, the Company’s working capital deficiency was $772 million, representing a 
decrease in working capital of $1.1 billion from December 31, 1997. This deficiency is attributable to the fact 
that the debt outstanding under the Credit Facility of $1.0 billion was classified as a current liability at 
December 31, 1998. 


The Company believes that cash generated from operations and the proceeds from the sale of operations 
together with amounts available under the debtor-in possession/ working capital facility will be adequate to 
meet its capital expenditures and working capital needs, although no assurance can be given in this regard. 


Acquisitions 


During 1998, the Company acquired six businesses, five of which were acquired by Philip Utilities 
Management Corporation. None of these acquisitions were significant. 


During 1997, the Company concluded a number of acquisitions the most significant of which were the 
following: 


On July 31, 1997, the shareholders of Allwaste, Inc. and Serv-Tech, Inc. voted in favour of the mergers 
which were jointly announced by the companies earlier in the year. Under the terms of the respective merger 
agreements, each share of Allwaste stock was exchanged for 0.611 Philip common shares and each share of 
Serv-Tech stock was exchanged for 0.403 Philip common shares. 


In October, 1997, the Company acquired the assets of Luria Brothers and all of the issued and 
outstanding shares of the Steiner-Liff Metals group of companies and the Southern Foundry Supply group of 
companies. The aggregate purchase price of such acquisitions was $486 million which included the assumption 


of $32.6 million in debt. Part of the purchase price was satisfied by the issuance of 5.6 million Philip common 
shares. 


In addition to the above acquisitions, the Company completed 28 other acquisitions during the year ended 
December 31, 1997. 


Capital expenditures 


Capital expenditures for continuing operations were $61.9 million during 1998 compared to $63.5 million 
in 1997 and $41.0 million in 1996. 
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The Company’s capital expenditure program for 1999 is expected to be $80 million. Approximately 
$10 million of the 1999 capital expenditure program is expected to be spent on environmental compliance 
matters relating to facilities operated by the Company. 


Capital structure 


In November 1997, the Company issued 23 million common shares at $16.50 per share. The net proceeds 
of $362.5 million were used to repay indebtedness outstanding under the Credit Facility. 


In addition to the equity offering in November of 1997, the Company issued 38.2 million common shares 
during 1997 for a total consideration of $622.5 million. The common shares were issued primarily as a result of 
acquisitions or as the result of the exercise of employee stock options. The share capital of the Company 
increased from $363.1 million at December 31, 1996 to $1,348.1 million at December 31, 1997. 


Year 2000 
State of Readiness 


The Year 2000 issue affects computer systems that have time sensitive programs that may not properly 
recognize the year 2000. The Company is actively engaged, but has not yet completed, reviewing, correcting 
and testing all of the Year 2000 compliance issues. The Company has conducted detailed inventories and has 
identified items with potential Year 2000 impact. The Company is in the process of testing and remediating 
critical enterprise applications. All other systems considered to be critical to the operations have been 
inventoried, ranked in order of priority, and planning, testing and remediation are in progress. 


The Company’s Year 2000 project is divided into four main areas: enterprise applications, supply chain, 
site equipment, and computer and network infrastructure. 


Enterprise applications include both purchased and custom developed software packages that are used at 
multiple sites within the Company. Supply chain addresses the Company’s customers and suppliers. The 
Company has developed and implemented a program to communicate and co-ordinate with key customers, 
including responding to several surveys and audits. A program to identify critical vendors and track their 
progress towards Year 2000 readiness has been developed. Site equipment includes industrial equipment, 
instrumentation, stand-alone computer hardware, software and building infrastructure at the site level. 
Computer and network infrastructure deals with the local area network, wide area network, file servers and 
network components that connect the Company’s critical applications. 


The Company has largely completed the awareness, inventory, and assessment phases of the Year 2000 
project and initiated the Planning, Remediation, Testing, and Implementation phases in a parallel manner 
across all four of the above areas. 


Costs 


The total costs for 1998 for the Year 2000 project was approximately $5 million and all costs were 
expensed as incurred. Management has estimated the balance of the costs to complete the project to be 
approximately $15 million including approximately $6 million in costs for software and hardware upgrades 
based on management’s best estimates which were derived utilizing numerous assumptions of future events 
including the continued availability of certain resources, third parties’ Year 2000 readiness and other factors. 


Risks 


The failure to correct a material Year 2000 problem could result in an interruption in, or a failure of, 
certain normal business activities or operations. Such failures could materially or adversely affect the 
Company’s results of operations, liquidity and financial condition. Due to the general uncertainty inherent in 
the Year 2000 problem, the Company is unable to determine at this time either whether its Year 2000 plan 
will be completed on a timely basis or whether the consequences of the Year 2000 failures will have a material 
impact on the results of operations, liquidity and financial condition. 
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Contingency Plans 


The Year 2000 project will have contingency plans in place for all four major sections of the project. 
However, since system testing is not complete, no Year 2000 specific contingency plans have been developed 
at this time. 


Impact of Recently Issued Accounting Standards 


In June 1998, the Financial Accounting Standards Board issued SFAS No. 133 “Accounting for 
Derivative Instruments and Hedging Activities” which is effective for fiscal years beginning after June 15, 
1999. This statement establishes accounting and reporting standards for derivative instruments and hedging 
activities and requires that an entity recognize these items as assets or liabilities in the statement of financial 
position and measure them at fair value. The effect on the Company of the adoption of this standard has not 
yet been determined. 


RISK FACTORS 
Ability to Continue as a Going Concern is Dependent upon Restructuring 


Since June 1998 and as at December 31, 1998, the Company was not in compliance with certain 
covenants of its Credit Facility. The Company stopped making payments of interest under the Credit Facility 
in November 1998. As the Company is not in compliance with the terms of the Credit Facility, the debt 
outstanding under the Credit Facility is classified as a current liability on the Company’s December 31, 1998 
Consolidated Balance Sheet. 


On April 26, 1999, the Company announced that the terms of the Lock-up Agreement had been 
approved by its lending syndicate (see Note | to the Company’s audited Consolidated Financial Statements). 
The Company will now prepare, in conjunction with its lending syndicate, a pre-packaged plan of reorganiza- 
tion (“the Plan”). The Company expects to file the Plan in June 1999 under Chapter 11 of the United States 
Bankruptcy Code and in Canada under the Companies Creditors Arrangement Act, and to emerge from the 
restructuring process within 60 to 90 days thereafter. Key to the Plan is the preservation of the value of the 
Company’s business through the protection of its employees, clients and ongoing trade suppliers. There can be 
no assurance that the Plan will be filed and if filed, that it will be approved by the required stakeholders and 
the courts having jurisdiction over such matters. If the Plan is not approved, there can be no assurance that the 
Company will continue as a going concern. 


See “Item 1. Recent Developments” for a description of the terms of the Lock-up Agreement and the 
Plan. 


Disruption of Operations Due to Restructuring 


The Company’s restructuring efforts could adversely affect its relationship with its customers, suppliers 
and employees. Employees generally are not party to employment contracts. Due to uncertainty about the 
Company’s financial condition, it may be difficult to retain or attract high quality employees. See “— Reliance 
on Key Employees.” If the Company’s relationships with its customers, suppliers and employees are adversely 
affected, its operations could be materially affected. Weakened operating results could adversely affect the 
Company’s ability to complete the restructuring. 


Control by Lenders; Anti-Takeover Consequences 


Following the Company’s restructuring, the Company’s lenders, in the aggregate, will own 90% of the 
restructured Company’s outstanding common shares and will control the restructured Company’s Board of 
Directors. Accordingly, the lenders, if acting together, would be able to exert substantial influence over the 
restructured Company and to control effectively most matters requiring shareholder approval, including all 
fundamental corporate actions such as mergers, substantial acquisitions and divestitures. The voting power of 
these shareholders under certain circumstances could have the effect of delaying or preventing a change of 
control of the Company, the effect of which may be to deprive the Company’s shareholders of a control 
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premium that might otherwise be realized in connection with the acquisition of the Company. In addition, 
certain provisions of the Company’s Amended Articles of Amalgamation and By-laws as well as provisions in 
certain agreements and the Business Corporations Act (Ontario) may have the effect of delaying, deferring or 
preventing a change in control. 


Financial Uncertainty 


There is significant financial uncertainty surrounding the Company. The Company’s results of operations 
for the second half of 1998 were significantly impacted by actions taken by the Company to retain customers, 
suppliers’ tightening trade terms and employee attrition. In addition, the results of operations for the year 
ended December 31, 1998 were impacted by special charges recorded by the Company amounting to 
$1,211.1 million. These charges reflect the effects of (i) decisions made with respect to the potential 
disposition of US Ferrous and certain Industrial Services Group operations, (ii) impairments of fixed assets 
and related goodwill resulting from decisions to exit various business locations or activities and dispose of the 
related assets, (iii) assessments of the recoverability of fixed assets and the related goodwill of business units 
in continuing use; (iv) charges for financing fees and debt restructuring costs; (v) severance payments and 
other costs relating to ongoing cost reduction measures and restructuring; (vi) the reduction in carrying value 
of the Company’s investment in Innovative Valve Technologies Inc.; and (vii) a writedown of the Company’s 
investment in Strategic Holdings Inc. See “Special Charges.” 


In December 1998, the Company decided to discontinue the non-ferrous and copper operations of its 
Metals Services business. A sale of certain of the aluminum operations included in the non-ferrous operations 
closed on January 11, 1999. Certain copper and non-ferrous operations or assets are anticipated to be sold in 
the next 12 months and the remainder of the operations in these segments will be closed during 1999. In 
addition, the Company sold its Houston, Texas steel distribution business and certain of its spiral weld pipe 
operations in 1998. The Company continues to review the divestiture of certain of its non-core businesses or 
investments. The proceeds which may be raised from these divestitures is unknown. A gain or loss may be 
recorded on the divestitures but the amount cannot be determined until definitive agreements are reached. In 
addition, costs with respect to restructuring operations may be necessary. See “Discontinued Operations and 
Divestitures.” 


Until the financial uncertainty is removed and the new capital and debt structure is in place, the reported 
financial information discussed in this Annual Report on Form 10-K may not be indicative of future operating 
results or future financial condition. See Note 1 to the Company’s audited Consolidated Financial Statements. 


Legal Proceedings 


Various class actions have been filed against the Company, certain of its past and present directors and 
officers, the underwriters of the Company’s 1997 public offering and the Company’s auditors. Each action 
alleges that Philip’s financial disclosures for various time periods between 1995 and 1997 contained material 
misstatements or omissions in violation of U.S. federal securities laws (provisions of the Securities Act of 1933 
and of the Securities Exchange Act of 1934) and seeks to represent a class of purchasers of Philip’s common 
shares. Similar claims have been asserted against the Company and certain of its past and present officers and 
directors by the former shareholders of the Steiner-Liff Metals group of companies and the Southern-Foundry 
Supply group of companies, which Philip acquired in October 1997. In addition, a claim brought under the 
Ontario Class Proceedings Act was commenced in October 1998 against the Company, the underwriters of the 
Company’s 1997 public offering and the Company’s auditors, on behalf of persons in Canada who purchased 
the Company’s common shares between May 21, 1996 and April 23, 1998. 


The Company has conducted a review of the claims and determined that it is not feasible to predict or 
determine the final outcome of these proceedings. There can be no assurance that the outcome of the class 
actions and related actions will not have a material adverse effect upon the financial condition or results of 
operations of the Company. See “Item 3. Legal Proceedings”. 


33 


New York Stock Exchange Halt 


The trading of the Company’s common shares in the United States on the New York Stock Exchange 
(“NYSE”) was halted on January 12 , 1999 due to the Company’s failure to meet certain listing criteria of the 
NYSE. On April 23, 1999, the NYSE notified the Company that it will suspend trading of Philip’s common 
shares and that it will make an application to the Securities and Exchange Commission to delist the 
Company’s common shares. The Company intends to request a hearing before the Board of Directors of the 
NYSE to appeal the decision. However, there can be no assurance that the common shares will not be 
delisted. See “Item 5. Market for the Registrant’s Common Equity and Related Stockholder Matters.” 


Risks Associated with Acquisitions 


Between 1996 and 1998, the Company completed over 40 acquisitions. In connection with its acquisi- 
tions, there may be liabilities that the Company failed to discover, including liabilities arising from pollution of 
the environment or non-compliance with environmental laws by prior owners, and for which the Company, as 
a successor owner, may be responsible. Indemnities and warranties for such liabilities from sellers, if obtained, 
may not fully cover the liabilities due to their limited scope, amounts, or duration, the financial limitations of 
the indemnitor or warrantor, or other reasons. 


There are significant uncertainties and risks relating to the integration of an acquired company’s 
operations. Whether the anticipated benefits of an acquisition is ultimately achieved depends on a number of 
factors, including the ability of the combined companies to achieve administrative cost savings, insurance and 
bonding cost reductions, general economies of scale and, generally, to capitalize on the combined asset base 
and strategic position of the combined companies. The timing and manner of the implementation of decisions 
made with respect to the ongoing business of the combined companies following the acquisition will materially 
affect the operations of the combined companies. 


Given the range of potential outcomes arising from such decisions and the interrelationships among 
decisions to be made, it is difficult to quantify with precision the impact of such decisions on the results of 
operations and financial condition of the combined companies. In particular, reserves established or charges 
recorded in connection with an acquisition or the integration thereof may be insufficient and the Company 
may be required to establish additional reserves or record additional charges at a later date. There can be no 
assurance that any expected synergies will be realized or that the results of the combined operations will be 
improved in a timely manner, if at all. In addition, the procéss of integrating the acquired company’s 
operations into those of the Company could cause the interruption of, or the loss of momentum in, the 
activities of either or both companies, which could have an adverse effect on the combined operations. 


Competition 


The metals and industrial services industries are highly competitive and require substantial capital 
resources. Competition is both national and regional in nature and the level of competition faced by the 
Company in its various lines of business is significant. Technology is constantly changing. There can be no 
assurance that the Company will be able to keep pace with technological changes, that a competitor will not 
develop superior technology or that a well capitalized competitor will not enter or expand in the areas in which 
the Company competes. 


The Company’s primary competitors in the metals industry are other scrap processors in regions where its 
metals operations are located. The Company faces competition both on the purchase and sales sides of its 
business; however, competition is particularly significant on the purchase side for access to scrap. The Metals 
Services Group competes on the basis of price, technological capability and service. The availability of scrap 
depends on a number of factors, including the general level of economic activity in the industries serviced by 
the Metals Services Group, many of which are cyclical in nature, and market prices for scrap. Competition for 
access to scrap may intensify during periods of scrap scarcity. There can be no assurance that the Company 
will continue to have adequate access to scrap supplies at economic prices. 
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The industrial services sector is also highly competitive and fragmented. The Company competes with 
numerous local, regional and national companies of varying sizes and financial resources. Competition for 
industrial services is based primarily on hourly rates, productivity, safety, innovative approaches and quality of 
service. The hazardous waste management industry competes with the Company’s industrial services 
operations by providing a price competitive disposal alternative to a number of the Company’s waste 
management and by-products recovery services. The hazardous waste management industry currently has 
substantial excess capacity caused by overbuilding, continuing efforts by hazardous waste generators to reduce 
volume and to manage their waste on-site, and the uncertain regulatory environment regarding hazardous 
waste management and remediation requirements. These factors have led to downward pressure on pricing in 
a number of the markets served by the Company’s industrial services operations. The Company expects these 
conditions to continue for the foreseeable future. 


Recently, weak market conditions in the metals recycling and industrial services industries have had a 
negative impact on revenue in these areas. For example, record steel imports have decreased domestic demand 
and prices for scrap steel. 


Dependence on Outsourcing and Vendor Reduction Trends 


The Company’s growth is dependent on the continuation of outsourcing and vendor reduction trends 
within industrial enterprises. As these enterprises focus on their core business, they are increasingly 
outsourcing non-core, non-revenue generating activities in order to reduce costs. Such activities can generally 
be performed on a more cost effective basis by specialized industrial service and resource recovery companies 
which have greater expertise, technology advantages and economies of scale. In addition, industrial enterprises 
are evidencing a desire to reduce the number of vendors of industrial and resource recovery services by 
purchasing services only from those suppliers that can provide a “total service” solution, thereby providing 
further administrative and cost reductions. If the pace of either of these trends slows or reverses, it could have 
a material adverse effect on the Company’s financial position and results of operations. 


Environmental and Regulatery Risks 


Environmental Regulations. The Company’s operations are subject to various comprehensive laws and 
regulations related to the protection of the environment. Such laws and regulations, among other things, 
(i) regulate the nature of the industrial by-products and wastes that the Company can accept for processing at 
its treatment, storage and disposal facilities, the nature of the treatment they can provide at such facilities and 
the location and expansion of such facilities; (ii) impose liability for remediation and clean-up of environmen- 
tal contamination, both on-site and off-site, resulting from past and present operations at the Company’s 
facilities; and (iii) may require financial assurance that funds will be available for the closure and post-closure 
care of sites, including acquired facilities. In addition, because the Company provides its customers with 
services designed to protect the environment by cleaning and removing materials or substances from their 
customers’ equipment or sites that must be properly handled, recycled or removed for ultimate disposal, the 
Company’s operations are subject to regulations which impose liability on persons involved in handling, 
processing, generating or transporting hazardous materials. These requirements may also be imposed as 
conditions of operating permits or licenses that are subject to renewal, modification or revocation. These laws 
and regulations have become and are likely to continue to become increasingly stringent. Existing laws and 
regulations, and new laws and regulations, may require the Company to modify, supplement, replace or curtail 
its operating methods, facilities or equipment at costs which may be substantial without any corresponding 
increase in revenues. 


Hazardous substances are present in some of the processing, transfer, storage, disposal and landfill 
facilities owned or used by the Company. Remediation will be required at these sites at substantial cost. For 
each of these sites, the Company, in conjunction with an environmental consultant, has developed or is 
developing cost estimates that are periodically reviewed and updated, and the Company maintains reserves for 
these matters based on such cost estimates. Estimates of the Company’s liability for remediation of a 
particular site and the method and ultimate cost of remediation require a number of assumptions and are 
inherently difficult. There can be no assurance that the ultimate cost and expense of corrective action will not 
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substantially exceed such reserves and have a material adverse impact on the Company’s operations or 
financial condition. 


In the normal course of its business, and as a result of the extensive governmental regulation of industrial 
and environmental services and resource recovery, the Company has been the subject of administrative and 
judicial proceedings by regulators and has been subject to requirements to remediate environmental 
contamination or to take corrective action. There will be administrative or court proceedings in the future in 
connection with the Company’s present and future operations or the operations of acquired businesses. In such 
proceedings in the past, the Company has been subject to monetary fines and certain orders requiring the 
Company to take environmental remedial action. In the future, the Company may be subject to monetary 
fines, penalties, remediation, clean-up or stop orders, injunctions or orders to cease or suspend certain of its 
practices. The outcome of any proceeding and associated costs and expenses could have a material adverse 
impact on the operations or financial condition of the Company. 


The Company’s industrial services businesses are subject to extensive governmental regulation, and the 
complexity of such regulation makes consistent compliance with such laws and regulations extremely difficult. 
In addition, the demand for certain of the Company’s services may be adversely affected by the amendment or 
repeal of federal, state, provincial, or foreign laws and regulations or by changes in the enforcement policies of 
the regulatory agencies concerning such laws and regulations. 


Public Concerns. There is a high level of public concern over industrial by-products recovery and waste 
management operations, including the siting and operation of transfer, processing, storage and disposal 
facilities and the collection, processing or handling of industrial by-products and waste materials, particularly 
hazardous materials. Zoning, permit and licensing applications and proceedings and regulatory enforcement 
proceedings are all matters open to public scrutiny and comment. As a result, from time to time, the Company 
has been, and may in the future be, subject to citizen opposition and publicity which may have a negative 
effect on its operations and delay or limit the expansion and development of operating properties and could 
have a material adverse effect on its operations or financial condition. 


Environmental Insurance Coverage. Consistent with industry trends, the Company may not be able to 
obtain adequate amounts of environmental impairment insurance at a reasonable premium to cover liability to 
third parties for environmental damages. Accordingly, if the Company were to incur liability for environmental 
damage either not provided for under such coverage or in excess of such coverage, the Company’s financial 
position and results of operations could be materially and adversely affected. 


Jurisdictional Restrictions on Waste Transfers. In the past, various states, provinces, counties and 
municipalities have attempted to restrict the flow of waste across their borders, and various U.S. and Canadian 
federal, provincial, state, county and municipal governments may seek to do the same in the future. Any such 
border closing may result in the Company incurring increased third-party disposal costs in connection with 
alternate disposal arrangements. 


For a more detailed description of the impact of environmental and other governmental regulation upon 
the Company, see “Item 1. Government Regulation.” 


Bonding 


The Company is required under certain United States and Canadian laws and regulations to demonstrate 
financial responsibility for possible bodily injury and property damage to third parties caused by both sudden 
and non-sudden occurrences. The Company is also required to provide financial assurance that funds will be 
available when needed for closure and post-closure care at certain of its treatment, storage and disposal 
facilities, the costs of which could be substantial. Such laws and regulations allow the financial assurance 
requirements to be satisfied by various means, including letters of credit, surety bonds, trust funds, a financial 
(net worth) test and a guarantee by a parent company. In the United States, a company must pay the closure 
costs for a waste treatment, storage or disposal facility owned by it upon the closure of the facility and 
thereafter pay post-closure care costs. There can be no assurance that these costs will not materially exceed 
the amounts provided pursuant to financial assurance requirements. In addition, if such a facility is closed 
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prior to its originally anticipated time, it is unlikely that sufficient funds will have been accrued over the life of 
the facility to fund such costs, and the owner of the facility could suffer a material adverse impact as a result. 
Consequently, it may be difficult to close such facilities to reduce operating costs at times when, as is currently 
the case in the industrial services industry, excess treatment, storage or disposal capacity exists. 


Reliance on Key Employees 


The Company’s successful transition through the restructuring process is dependent in part on its ability 
to retain and motivate its officers and key employees. The Company’s current financial difficulties have had a 
detrimental effect on its ability to attract and retain key officers and employees. The Company has experienced 
over the last year, and continues to experience high employee turnover. There can be no assurance that the 
Company will be able to retain or employ qualified management and technical personnel. While the Company 
has entered into employment agreements with certain members of its senior management, should any of these 
persons be unable or unwilling to continue their employment with the Company, the business prospects of the 
Company could be materially and adversely affected. 


Commodity Price and Credit Risks 


The Company is exposed to commodity price risk during the period that it has title to products that are 
held in inventory for processing and/or resale. Prices of commodities can be volatile due to numerous factors 
beyond the control of the Company, including general economic conditions, labor costs, competition, import 
duties, tariffs and currency exchange rates. In an increasing price environment, competitive conditions will 
determine how much of the commodity price increases can be passed on to the Company’s customers. There 
can be no assurance that the Company will not have a significant net exposure due to significant price swings 
or failure of a counterparty to perform pursuant to the contract. 


Seasonality and Fluctuations in Financial Results 


A general economic slowdown over the Christmas holiday period, client year end shutdowns and weather 
related circumstances during winter months result in the Company experiencing lower levels of activity in 
December and during the first quarter of its fiscal year. Therefore, first quarter results may not be indicative of 
the results that will be achieved during an entire year. 


Limited Protection of Intellectual Property Rights; Risk of Infringement 


The Company uses a number of proprietary processes in its operations. The Company possesses a number 
of United States patents and various foreign counterparts of those patents. The Company relies primarily, 
however, on a combination of trade secrets, confidentiality procedures and contractual provisions to protect its 
intellectual property rights. The Company’s patents may be circumvented or invalidated and afford only 
limited protection. Despite the Company’s efforts to protect its proprietary rights, unauthorized parties may 
attempt to obtain and use information that the Company regards as confidential and proprietary, and there can 
be no assurance that the Company’s means of protecting its proprietary rights will be adequate. The Company 
is not aware of any material claims that any of its intellectual property infringes on the proprietary rights of 
third parties. There can be no assurance, however, that third parties will not assert infringement claims against 
the Company, which may be costly. 


Volatility of Stock Price 


The market price of the Company’s common shares in the past has been and may in the future be 
volatile. A variety of events, including quarter-to-quarter variations in operating results, news announcements, 
trading volume, general market trends and other factors, could result in wide fluctuations in the market price 
of the common shares. See “Item 5. Market for the Registrant’s Common Equity and Related Stockholder 
Matters.” 
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~ Year 2000 Issue 


The Year 2000 issue affects computer systems that have time sensitive programs that may not properly 
recognize the year 2000. The Company is actively engaged, but has not yet completed, reviewing, correcting 
and testing all of the Year 2000 compliance issues. The failure to correct a material Year 2000 problem could 
result in an interruption in, or a failure of, certain normal business activities or operations. Such failures could 
materially or adversely affect the Company’s results of operations, liquidity and financial condition. Due to the 
general uncertainty inherent in the Year 2000 problem, the Company is unable to determine at this time 
whether the consequences of the Year 2000 failures will have a material adverse affect, on the Company’s 
results of operations, liquidity and financial condition. See “Year 2000”. 
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 


The Company is exposed to financial risk resulting from volatility in foreign exchange rates, interest rates 
and commodity prices. The Company seeks to minimize these risks through its regular operating and financing 
activities and, when deemed appropriate, through the use of derivative financial instruments. In 1998, the use 
of derivative instruments was limited. See Note 11 to the Company’s audited Consolidated Financial 
Statements. 


Foreign Currency Rate Risk 


The revenue and expenses of the Company’s Canadian and European subsidiaries are generally 
denominated using the local currency. The functional currency of these subsidiaries is the local currency and 
therefore, foreign currency translation adjustments made on consolidation are reflected as a component of 
shareholders’ equity (deficit) as clearly stated in the Company’s accounting policies. Changes in the foreign 
exchange rates compared to the United States dollar can have an effect on the Company’s revenue and 
profitability. The sensitivity of the net loss from continuing operations before tax to the changing foreign 
currency rates is estimated to be approximately $0.4 million for a 1% change in the foreign currencies, based 
on the 1998 operating results from foreign subsidiaries. 


Interest Rate Risk 


Substantially all of the Company’s long-term debt bears interest at a floating rate determined based on 
the US prime lending rate. At December 31, 1998, the Company had $130 million of interest rate swaps 
outstanding. These swaps effectively change the floating interest rate on $130 million of long-term debt to a 
6.95% fixed rate through the period ending May 1999. Based on the $1.1 billion of long-term and short-term 
debt outstanding at December 31, 1998, a 1% change in the interest rates is estimated to change the loss from 
continuing operations before tax by $9.7 million, net of the effect of the interest rate swap. 


The debt structure contemplated by the Lock-up Agreement provides for a fixed rate of interest to be 
used on the majority of the debt, effective on the plan implementation date, which will significantly reduce the 
Company’s exposure to interest rate risk. 


Commodity Price Risk 


In December 1998, the Company made the decision to discontinue the Non-Ferrous and Copper 
Operations of its Metals Services group which were the operations with the most sensitivity to commodity 
prices for copper and aluminum. Therefore, for 1999, the commodity price risk for the remaining operations is 
not anticipated to be material. 


Prices for the Ferrous operations of the Metals Services group are set and adjusted monthly by the major 
steel producers. The price of ferrous scrap is a significant factor influencing the profitability of the Metals 
Services group. In 1998, the Company’s average selling price of ferrous scrap fell 46% to approximately $82 
per ton at December 31, 1998. The Company manages its commodity price risk by acquiring ferrous metal 
scrap as it is needed for its customers and maintaining relatively low inventories of scrap and processed 
materials. Based on results of the Ferrous operations for the fourth quarter of 1998, a 10% change in the price 
of ferrous scrap is estimated to change the loss from continuing operations before tax by $3.5 million. 
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 


INDEPENDENT AUDITORS’ REPORT 
To the Shareholders of Philip Services Corp. 


We have audited the consolidated balance sheets of Philip Services Corp. as at December 31, 1998 and 
1997 and the consolidated statements of earnings, shareholders’ equity (deficit) and cash flows for each of the 
three years in the period ended December 31, 1998. Our audits also included the financial schedules included 
in the Index at Item 14. These financial statements and financial schedules are the responsibility of the 
Company’s management. Our responsibility is to express an opinion on these financial statements and 
financial schedules based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards in Canada. Those 
standards require that we plan and perform an audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 1998 and 1997 and the results of its operations and the cash flows 
for each of the three years in the period ended December 31, 1998 in accordance with generally accepted 
accounting principles. 


Also in our opinion, such financial schedules when considered in relation to the basic consolidated 
financial statements taken as a whole, present fairly in all material respects the information set forth therein. 


Mississauga, Ontario Deloitte & Touche LLP 
March 31, 1999 ; Chartered Accountants 
(April 26, 1999 as to Notes | and 10(a)) 


COMMENTS FOR US READERS ON CANADA/US REPORTING CONFLICT 


In the United States, reporting standards for auditors require the addition of an explanatory paragraph 
(following the opinion paragraph) when the financial statements are affected by conditions and events that 
cast substantial doubt on the company’s ability to continue as a going concern, such as those described in 
Note | to the financial statements. Our report to the shareholders dated March 31, 1999 is expressed in 
accordance with Canadian reporting standards which do not permit a reference to such events and conditions 
in the auditors’ report when these are adequately disclosed in the financial statements. 


Mississauga, Ontario Deloitte & Touche LLP 
March 31, 1999 Chartered Accountants 
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PHILIP SERVICES CORP. 


CONSOLIDATED BALANCE SHEETS 
(in thousands of US dollars) 


December 31 


1998 1997 
ASSETS 
Current assets 
CASH ANd. COLEVALCTIES 0. IMM MRR | As Co Wp ahha etch leis GUA S « Saws $ 61,564 / Si28;892 _/ 
Accounts receivable (net of allowance for doubtful accounts of $24,396; / 
1997 - $17, GL ) 0. ee eR Seer eae etoietets ote os A SE 325,509 7 441,355 
EM VETILOLY MOCRLCSAC 62a. EMME Oriya rt eS SPs Men's a Shacale COR ce 32,633 101,884 
Other currenteassets (NolesO) Rag te. - 2 seek ces cee beck ec claws. 180 3142 183,228 
601,020 755,319” , 
ized) asscts | G@MOteL) )p. «ROMMEL soe. full un ques eric ee gett 435,164 ¢ 541,734 ob 
GEOUMIIL Setetmaeey CL neta Petes ok ie es a thee a. 21,871 7 (107894534 a| 
Delerred income taxes: ( NOtealogmes rieur. caret eek) stae ie es eee — 2.162. a 
Other assets (INOte: 8) = tit ie ere. Sere eR eee: BABI 315,218 yuu! 
$1,147,679 $2,666,978 M2: 
LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT) 
Current liabilities 
AGeounts(payable: amie: SeAR so bk Sewn aes ead ae $ 99,293 $ 188,268 
Accruedmiapiisics, (INOtGes Ineimr ein Mae nerin mae so omaha eae cae ees 188,936 181,577 
Current maturities of long-term debt (Note 10) ......... 19 VS: MG = 1,084,959 20,735 
1,373,188 390,580 slot 
Long-term debt! (Note OQ)eeens ance ss Ase.n « BRURIEIEe sores Homa: 22,819 ~ [965,590 | A 
IDéferrediincemeMaxes (Noted) fae. oo as c+ 1 BS Oh ates we boleh cere. 17,349 < — 
Other liabilities: (INOteT FD) ae mere eenerete arp evar eerie ar Rep ethene ek 127,448 —- 93,867 we 


Commitments and Contingencies (Notes 1, 19 and 21) 


Shareholderssequitys (elicit) wasn res et vers ene rns ear eee ee (393,125) 1,216,941 
$1,147,679 $2,666,978 


The accompanying notes are an integral part of these financial statements. 
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PHILIP SERVICES CORP. 


CONSOLIDATED STATEMENTS OF EARNINGS 
(in thousands of US dollars except 
share and per share amounts) 


Years ended December 31 


1998 1997 1996 

Revenue oh oi cere ee tie hee eke te RE $ 2,000,732 $1,180,946 $333,232 
Operating: expensesit.u0@ ya. eae ee tee ene ee 34 932275 262,040 
Special, charges. (Note; 3). 3... / RRR Rae- Hee U9, re Oe 1,109,877 135,466 _ 
Selling generalvand. administrative, costs. - sas. 1 oe eee 283 Ker) 51,705 
Depreciation and tamiortizationa, -a4a...o-4..s¢. ened ee i 00,847 | S37 22,863 
Mossy LOM OPCIA ON Ssewa. ee ea eee eerste eee (1,214,052) (56,176) (3,376) 
Interest "expense cee ..22 bie eee. eee cae 77,830 36,136 131492 
Othemancomesand expense -.net aneetewnts sto ene ees (1,648) (14,328) (3,456) 
Loss from continuing operations before tax................ (1,290,234) (77,984) (13/092) 
Income taxes:GNotes15) 5 ace ee Ocoee tet nee 42,247 (17,462) (10,277) 
BOSS (LOmscOnMIUMtes ONE rallONns meii me er eine a ene (1,332,481) (60,522) (2,815) 
Discontinued operations (net of tax) (Note 5) ............ (254,391) (65,745) (17,158) 
Net+loss:ni Siete in fees sc sacl Aa et We $(1,586,872)  $ (126,267)  $(19,973) 
Basic and diluted earnings (loss) per share (Note 16) 

Continuingroperatlons 4.2 aay per eee ee anne re ee $ (10.16) §$ (0.69) $ (0.06) 

Discontinued operations... .)- piece Sake eee oe ia (1.94) (0.74) (0.34) 


Gia 12/10) gue $e ou 1043 eee eta) 


Weighted average number of common shares outstanding : 
(O00'S 7, ANaene, CB cy, ea oe Se ee enn tee a ae 131,130 88,191 50,073 


The accompanying notes are an integral part of these financial statements. 
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PHILIP SERVICES CORP. 


CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY (DEFICIT) 
(in thousands of US dollars) 


Other 
Retained Accumulated Total 
Common earnings Comprehensive Shareholders’ 
Stock (deficit) Loss Equity (Deficit) 
Balance, December 31, 1995 .............. $. 153,920.- $-. 59,966 $ (22,777) $ 191,109 
OnumOnssharesiSsiled peewee eer 209,159 — — 2OOMS9 
Comprehensive loss: 

INCL loss)... ret. cxortanthes Stew. airenctls — (19-973) — 

Foreign currency translation adjustments . . _ — (1,285) 
‘Fotal.comprehensive, loss 2. Ae tie. Soccer: (21,258) 
Balance-Decembet-3.,+1996 -p4Aa chee. . ss 363,079 39.993 (24,062) 379,010 
Common sharesussued . ....43440..5....53 984,987 — — 984,987 
Comprehensive loss: 

Net loss 2b a0... Pee eee. ony “= (126,267) -- 

Foreign currency translation adjustments . . — _ (20,789) 

‘Total, compretiensivesloss ~. 7 waaay. oe (147,056) 
Balance. Decembetms L190] ee near ee Se FREER EN Gar tn erat Be 
Common shares issued 2. =. eens eel crc 566 _— — 566 
Tax benefit on stock option exercise........ 2,850 — — 2,850 
Comprehensive loss: 

Net.l08S35.. cites Aeon ee eae — (1,586,872) — 

Foreign currency translation adjustments . . — (26,610) 

Dota comprenensive |Oss. een ae a (1,613,482) 
Balance, Decembets3 jl 9985 meee) ea Or $1,351,482  $(1,673,146)  $(71,461) $3 (393:125) 


The accompanying notes are an integral part of these financial statements. 
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PHILIP SERVICES CORP. 


CONSOLIDATED STATEMENTS OF CASH FLOWS 
(in thousands of US dollars) 


Years ended December 31 


1998 1997 1996 

Operating Activities 
Net loss from continuing operationst7>....8..-G2040.- >. - 65 $(1,332,481) $ (60,522) $ (2,815) 
Items included in earnings not affecting cash 

Depreciationvand*amortization. jee gee ns sche es nt te 75,937 42,389 17,703 

Amortization oferoodwill®. 72 EUR CLT <. «. uate s ee es 24,910 13,364 5,160 

DeferrediincomestaxeSwmer ee aan ica. of ce tees oe 335233 6,588 (6,029) 

Nefroain onssalesotrassetst cere tage ie 2 aiktatc ens See eee (16,843) (2,559) (1,645) 

Special ‘charges; (net of, tax) |(Note,S) a... peas te L20Tt27 103,979 -— 
Cash flow from continuing operations <......- ee ae... (4,117) 103,239 12,374 
Changes in non-cash working capital (Note 14) ............ (59,855) (135,551) (9,993) 
Cash provided by (used in) continuing operating activities .... (59,972) (32,312) 2,381 
Cash used in discontinued operating activities .............. (2,054) (182,860) (11,426) 
Cashwusedsin operatingractivilies sara eee ee ener ee een et (62,026) (219 ,LZ) (9,045) 
Investing Activities 
Proceeds from sale of operations (Notes 4 and 5)........... 104,922 19,800 137,632 
Acquisitions - including acquired cash (bank indebtedness) ... (26,406) (522,788) (74,436) 
Purchase.otefixediassetst.2 =e ube ast aon oe one ae (59,154) (55,786) (27,092) 
Proceeds fromusaleroicixea sasSecS ent ere ante ene ee ee 25,785 — — 
Othef. net) oe eee ne ee cc ene eee ee (10,209) (24,912) (28,522) 
Cash provided by (used in) continuing investing activities .... 34,938 (583,686) 7,582 
Cash used in investing activities of discontinued operations ... (16,724) (53,484) (56,246) 
Cash provided by (used in) investing activities.............. 18,214 (637,170) (48,664) 
Financing Activities 
Proceeds iromplono-termsdebt met ements eee ee 209,293 1,752,907 216,398 
Principalipayments onslong-termedebt eee sae eee ee (105:677) > ©(1:294,122) (87.185) 
Gommontsharesussuccdsotecashimey aa tt ae ee ee 566 380,237 61,787 
Cash provided by continuing financing activities............. 104,182 839,022 90,997 
Cash provided by (used in) financing activities of discontinued 

OPETAULONS See ne ee ee ee i eee (27,658) 18,846 (9,962) 
Cash provided by tinancing activitics atten va eee 76,524 857,868 81,035 
Net ‘change-inicashi ton thel year © care er S212 5,526 23,326 
Cash “andvequivalentss beginning o1 year an) ae ea eee 28,852 23,320 _— 
@ash and equivalentszend) of yeatun 10s serene eet eee $ 61,564 $ 28.8520 Melo lG 


The accompanying notes are an integral part of these financial statements. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


1. Basis of Presentation 


Philip Services Corp. is an integrated metals recovery and industrial services company, which provides 
metal recovery and processing services, by-products recovery, utilities management, and industrial outsourcing 
services to major industry sectors throughout North America and Europe. 


The consolidated financial statements include the accounts of Philip Services Corp., and its subsidiaries 
(the “Company”’) and have been prepared in US dollars using accounting principles generally accepted in the 
United States. 


For all periods presented, the Consolidated Financial Statements and Notes to the Consolidated 
Financial Statements disclose the Company’s copper and non-ferrous operations discontinued in 1998 and the 
municipal and commercial solid waste business sold in 1996 as discontinued operations, as discussed in 
Note 5. 


As at December 31, 1998, the Company was not in compliance with the provisions of its existing credit 
agreement as amended (the “Credit Facility”) and therefore, certain amounts of debt previously recorded as 
long-term, have been reclassified as current liabilities. On April 26, 1999 the Company’s lending syndicate 
approved a lock-up agreement (“Lock-up Agreement”) which sets forth a new capital structure for the 
Company and the conditions that govern the restructuring of $1.02 billion in secured term loans outstanding 
under the Credit Facility. Under the terms of the Lock-up Agreement, the lenders will convert the outstanding 
$1.02 billion of secured syndicated debt into $300 million of senior secured debt, $100 million of convertible 
secured payment in-kind notes and 90% of the common shares of the restructured Company. The payment in- 
kind notes are convertible into 25% of the common shares of the restructured Company on a fully diluted basis 
as of the restructuring date. The senior secured debt and the secured payment in-kind notes each have a term 
of five years. The Lock-up Agreement enables the Company to use $68.5 million in proceeds from the January 
1999 sale of the Company’s aluminum assets and allows access to future asset sale proceeds of up to 
$24.5 million. The Lock-up Agreement also provides that the Board of Directors of the restructured Company 
will consist of nine directors, who will be nominated by the new 90% shareholders (i.e., the lenders). The 
nominees will include two members of the existing Board. 


The Company plans to file a pre-packaged plan of reorganization with the appropriate courts in Canada 
and the United States in June 1999. The plan will include, in addition to the arrangements reached with the 
Company’s lenders described above, proposals that would adjust the amounts owing to certain unsecured 
creditors and the realization value of the Company’s assets. Upon filing the pre-packaged plan of reorganiza- 
tion, the Company will have access to $100 million of debtor-in-possession financing to support its working 
capital requirements during the restructuring process. On the plan implementation date, the $100 million 
debtor-in-possession financing will be repaid by a $100 million working capital facility to be established. 


The ability of the Company to continue as a going concern is dependent on the courts’ approval of the 
pre-packaged plan of reorganization contemplated by the Lock-up Agreement. 


These consolidated financial statements have been prepared on the basis of accounting principles 
applicable to a going concern which, in this situation assumes that the Company will realize the carrying value 
of its assets, and satisfy the obligations and commitments as set forth in the court approved reorganization 
plan, in the normal course of operations, after the company emerges from the creditor protection process. 
These consolidated financial statements do not reflect the adjustments and disclosures that would be necessary 
if the Company was to be petitioned into involuntary bankruptcy or liquidation. The preparation of financial 
statements in conformity with generally accepted accounting principles requires the Company to make 
estimates and assumptions that affect reported amounts of assets, liabilities, income and expenses and 
disclosures of contingencies. Actual results could differ from the estimates and judgments made in preparing 
these financial statements, which include assumptions made concerning the court’s approval of the proposed 
reorganization plan, amounts owing to unsecured creditors and realizable values of assets. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


1. Basis of Presentation (continued) 
Reflecting These Events in the Financial Statements 


In preparing the Company’s financial statements, management has assessed the degree to which the 
events or changes in circumstances described above impact the recoverability of the carrying amount of the 
Company’s assets and the amounts owing to lenders and creditors. 


Generally accepted accounting principles require that the amounts owing to the Company’s secured 
lenders as at December 31, 1998 not be adjusted to reflect the Lock-up Agreements described above as the 
Company continues to be bound by the provisions of its August 1997 credit agreement, as amended. If the 
proposed restructuring plan is approved by the courts, in accordance with the Lock-up Agreement, the 
restructuring of debt will give rise to a gain, net of related non-cash tax effects (Note 15), that will be reported 
as income in 1999 at the time of plan implementation, in accordance with US generally accepted accounting 
principles. The amount of such gain cannot be predicted with assurance until the restructuring plan is 
finalized. 


The issuance of shares and restructuring of the Company’s shareholders’ equity (deficit) has also not 
been adjusted at December 31, 1998 to reflect the terms and conditions of the Lock-up Agreement. 


Management has reviewed the Company’s long-lived assets and intangibles such as goodwill, to assess 
whether the events and changes in circumstances described above indicate that the carrying amount of an 
asset may not be recoverable. In making these estimates, management has utilized the assessments, 
calculations and determinations made in preparing the proposed pre-packaged plan of reorganization to be 
filed with the appropriate courts in Canada and the United States, including estimates of overall enterprise 
value. Where the proposed reorganization plan or estimates of enterprise value raised doubts as to the 
recoverability of the assets, management estimated the future cash flows expected to result from the proposed 
use of the asset and its eventual disposition. If these estimates of future cash flow did not provide a reasonable 
level of assurance as to the recoverability of the carrying value of the asset, the carrying value was written 
down to its estimated recoverable amount (Note 3). 


2. Significant Accounting Policies 


Principles of consolidation 


These consolidated financial statements include the accounts of the Company and all of its subsidiaries. 
The equity method of accounting is used for investment ownership ranging from 20% to 50% and where the 
Company has the ability to exercise significant influence over the investee. 


Revenue recognition 


Revenue from industrial services is recorded as the services are performed, using the percentage of 
completion basis for fixed rate contracts and as the related service is provided for time and material contracts. 
Revenue from by-product recovery operations is recognized upon receipt and acceptance of materials for 
processing since the Company accepts title to the materials at such time and provides contractual 
indemnification to customers against future liability with respect to the materials. Treatment, transportation 
and disposal costs are accrued when the related revenue is recognized. 


Revenue from the sale of recovered commodities and steel products is recognized at the time of 
shipment. For contracts where the Company brokers materials between two parties, only the commission on 
the transaction is recorded. 


Cash and equivalents 


Cash and equivalents consist of cash on deposit and term deposits in money market instruments with 
maturity dates of less than three months from the date they are acquired. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


2. Significant Accounting Policies (continued) 


Inventory 


Inventory is recorded at the lower of average purchased cost and net realizable value. 


Fixed assets 


Fixed assets are stated at cost and are depreciated over their estimated useful lives generally on the 
following basis: buildings 2.5% to 5% straight-line; equipment 5% to 30% straight-line. Landfill sites and 
improvements thereto are recorded at cost and amortized over the life of the landfill site based on the 
estimated landfill capacity utilized during the year. Operating costs associated with landfill sites are charged to 
operations as incurred. Assets under development include the direct cost of land, buildings and equipment 
acquired for future use together with engineering, legal and other costs incurred before the assets are brought 
into operation. 


The Company periodically reviews the carrying value of its fixed assets based on the undiscounted future 
cash flow from operating results to determine whether such values are recoverable. Any resulting write-downs 
are charged to earnings. 


Goodwill 


Goodwill represents the excess of the purchase price of businesses acquired over the fair value of the 
identifiable assets acquired and is amortized over periods not exceeding 40 years. At each balance sheet date 
management assesses the appropriateness of the goodwill balance based on the undiscounted future cash flow 
from operating results. 


Other assets 


Deferred financing costs are amortized over the useful life of the related debt instrument. Other 
intangibles such as non-compete agreements are amortized over periods relating to the terms of the 
agreements. 


Environmental liability 


The Company accrues the estimated costs relating to the closure and post-closure monitoring of its 
landfill sites as well as remediation costs associated with its transfer and processing facilities. The Company 
charges earnings with the estimated future costs for its landfill sites based on engineering estimates over the fill 
rate of landfill sites. The accrued liability for environmental and closure costs is disclosed in the consolidated 
balance sheet under accrued liabilities and other liabilities. Amounts required to dispose of waste materials 
located at the Company’s transfer and processing facilities are included in accrued liabilities. 


Interest capitalization 
The Company includes, as part of the cost of its fixed assets, all financing costs incurred prior to the asset 
becoming available for operation. 


Foreign currency translation 


In 1997, the Company changed the designation of the parent company’s functional currency to the 
US dollar. The Company designates as its functional currency the Canadian dollar for all its Canadian based 
operations and the US dollar for all operations based in the United States. The assets and liabilities 
denominated in a foreign currency for foreign operations, all of which are self-sustaining, are translated at 
exchange rates in effect at the balance sheet date. Revenue and expense items are translated at average 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


2. Significant Accounting Policies (continued) 


exchange rates prevailing during the period. The resulting gains and losses are accumulated in a separate 
component of shareholders’ equity. 


Concentration of credit risk 


The Company’s accounts receivable constitute financial instruments. The Company’s accounts receivable 
approximated their fair value as at December 31, 1998 and 1997. Concentration of credit risk in accounts 
receivable is limited, due to the large number of customers the Company services throughout North America. 
The Company performs ongoing credit evaluations of its customers, but does not require collateral to support 
customer accounts receivable. The Company establishes an allowance for doubtful accounts based on the 
credit risk applicable to particular customers, historical and other information. 


Derivative financial and commodity instruments 


Costs of interest rate swaps and collars when designated as hedges are accrued as an adjustment to 
interest expense. Derivative commodity futures and collars are designated as hedges when the Company can 
establish a high degree of inverse correlation between changes in the market value of inventory being hedged 
and the market value of the derivative instrument. Such instruments are marked to market with unrealized 
gains and losses deferred and reflected in the balance sheet as an adjustment to inventory. Upon settlement or 
termination, gains and losses on these hedge instruments are recorded in the statement of earnings as 
operating expenses. Premiums paid for purchased commodity put options are amortized over the life of the 
options with any gains on settlement recorded as an adjustment to the basis of inventory. Changes in the 
market value of written commodity call options are accrued as operating expenses. 


Derivative instruments and contracts not qualifying for hedge accounting are marked to market and 
recorded in the statement of earnings. 


Comprehensive income (loss) 


Effective in 1998, the Company adopted SFAS No. 130 “Reporting Comprehensive Income”. Compre- 
hensive income is defined as the change in equity of a business enterprise during a period from transactions 
and other events from non-owner sources. SFAS No. 130 establishes new rules for the reporting and display of 
comprehensive income and its components, however, adoption of this statement had no impact on the 
Company’s net loss or shareholders’ equity (deficit). 


Impact of recently issued accounting standards 


In June 1998, the Financial Accounting Standards Board issued SFAS No. 133 “Accounting for 
Derivative Instruments and Hedging Activities” which is effective for fiscal years beginning after June 15, 
1999. This statement establishes accounting and reporting standards for derivative instruments and hedging 
activities and requires that an entity recognize these items as assets or liabilities in the statement of financial 
position and measure them at fair value. The effect on the Company of the adoption of this standard has not 
yet been determined. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
3. Special Charges (in thousands) 
1998 


The following table summarizes the special charges for continuing operations recorded by the Company 
in 1998 and identifies where they are disclosed in the Consolidated Statements of Earnings: 


Asset impairments and other costs recorded as special charges(a) .............00...005- $1,109,877 
Costs recorded as selling, general and administrative costs(b).............000.00 000000 63,000 
Writedowns of investments recorded as other income and expenses(c) ...............0.. 38,250 
Prestaxt he. WANPTOILS CRIA lt « and gest Yaa inaserdit mt ievasiaaswmicel ees $1,201,127 
Afterttant 27. 108.2001 To 7eheue. Aidt at aL eeovilk sre | ool.geih.dH. sigstrve, moi aids $2005127 


(a) For the year ended December 31, 1998, the Company recorded a charge of $1,109,877 reflecting the 
effects of (i) decisions made with respect to the potential disposition of the US Ferrous and certain 
Industrial Service Group operations, (ii) impairments of fixed assets and related goodwill resulting from 
decisions to exit various business locations or activities and dispose of the related assets, and 
(iii) assessments of the recoverability of fixed assets and the related goodwill of business units in 
continuing use (Note 1). 


On June 2, 1998, the Company announced its intention to sell its Metals Services Group. During the 
third and fourth quarter of 1998, certain businesses were sold, or closed, or are anticipated to be sold or 
closed in 1999, as described in Notes 4 and 5. Due to weak ferrous market conditions. and indications of 
value from offers received, the Company decided not to sell the remainder of its Metals Services 
operations at this time. Accordingly, certain amounts disclosed in the third quarter as business units to be 
exited are now considered business units to be continued. 


All businesses assessed for asset impairment were acquired in purchase business combinations and, 
accordingly, the goodwill that arose in the transactions was included in the tests for recoverability. Assets 
to be disposed of were valued at their estimated net realizable value while the value of the assets of the 
business units to be continued were assessed at fair value principally using discounted cash flow methods 
using a discount rate of approximately 12%. 


Special and non-recurring charges relate to the impairment of fixed assets and related goodwill and are 
comprised of the following items: 


Business units, locations or activities to be exited: 


Géodwill written. off. 44.5 «4.20.00 Se DASA Me Ay auelition: bwrcdeh xt o $ 40,000 
Fixed assets written down to estimated net realizable value of $6,500.................. 18,863 
Fecure lease and OLben exitincscOstS sam 150 sea aes rata s | acre ep cy: emer 24,254 
Business units to be continued: 

Goodwill MMpalrment’. Sa. ass ae a sen oe an Pela eann ats Cee Sener eee ey OF) 951,660 
Fixed assets written down to estimated net realizable value of $99,816................. 52,360 
Othemintangiblés dmipaigment’ far. Skane, Werke hab) RNG. «heen ier lee ca 22,740 

$1,109,877 


(b) Included in selling, general and administrative costs are costs of $28,000 relating to charges for financing 
fees and debt restructuring costs. Deferred financing costs which were previously amortized over the life 
of the credit agreement have been expensed as the existing credit facility will be replaced as indicated in 
Note 1 and costs relating to the continued negotiations with the lenders are being expensed. The 
Company’s current financial position, its planned divestitures, litigation with debtors, unexpected 
financial difficulties of certain customers and a general deterioration in customer market conditions have 
necessitated the recording of an additional provision for doubtful accounts of $25,000. The remainder of 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


3. Special Charges (in thousands) (continued) 


the special charges recorded in selling, general and administrative costs relate to severance payments and 
other costs relating to ongoing cost reduction measures and restructuring. 


(c) The Company’s 24.2% investment in Innovative Valve Technologies Inc. (“Invatec’’), is accounted for 
using the equity method of accounting. Invatec is a publicly traded company which provides comprehen- 
sive maintenance repair, replacement and value-added distribution services of industrial valves and 
process system components. The reduction in carrying value of $25,000 recognizes a potentially long-term 
impairment in value which is reflected by the current market performance of Invatec’s shares. 


The Company’s investment in Strategic Holdings Inc., which was accounted for at cost, and a long-term 
note receivable from Strategic Holding Inc., were divested in the fourth quarter of 1998 for less than their 
original book value. Accordingly, a writedown of the investment and the long-term note receivable in the 
third quarter of 1998 of $13,250 was recorded as part of Other income and expense-net. 


1997 


As at December 31, 1997, the Company recorded a pre-tax charge of $135,466 ($103,979, after tax) 
reflecting the effects of (i) restructuring decisions made in its Industrial Services Group following the mergers 
of Allwaste, Inc. (“Allwaste”) and Serv-Tech, Inc., (ii) integration decisions in various of its acquired Metal 
Services Group businesses, the most significant of which were acquired in late October 1997 and 
(iii) impairments of fixed assets and related goodwill resulting both from decisions to exit various business 
locations and dispose of the related assets, as well as assessments of the recoverability of fixed assets and 
related goodwill of business units in continuing use. 


All businesses assessed for asset impairment were acquired in purchase business combinations and, 
accordingly, the goodwill that arose in those transactions was included in the tests for recoverability. Assets to 
be disposed of were valued at their estimated net realizable value while the value of the assets of the business 
units to be continued were assessed at fair value principally using discounted cash flow methods. 


Special and non-recurring charges relate to the impairment of fixed assets and related goodwill and are 
comprised of the following items: 


Business units, locations or activities to be exited: 


Goodwill. written Jomo. 35 cae oeahs fey. CORE Ph we 5 SE ae ene. hain. § $ 10,032 
Fixed assets written down to estimated net realizable value of $4,843. .................. 40,716 
Unavoidable future lease and other costs associated with properties .................... 6,926 
Other assets to be disposed, including $5,800 accrued disposal costs................005 8,570 

Business units to be continued: 
Goodwill impairment. avoid abot tenes Fe ape ooo he 0 sich cee ee, Ne ee 49,558 
Fixed assets written down to estimated net realizable value of $8,810. ................-. 10,984 
Severance, $2,000 paid) before; Decemberaiy 199 7e), 445. -. natn ae) ae toes oer 2,680 
ACCU 'COStS. oi. lk ne whe oo ce Be OC) AY AI eo se helet ea ieee aera 6,000 
$135,466 


4. Acquisitions and Divestitures (in thousands) 


During 1998, the Company acquired six businesses, five of which were acquired by Philip Utilities 
Management Corporation. In 1997, the Company acquired over 30 businesses, including Allwaste and Luria 
Brothers (“Luria”). Allwaste, an integrated provider of industrial and environmental services based in Hous- 
ton, Texas was acquired on July 31, 1997 for a total consideration of $443.8 million, paid for by the issuance of 
approximately 23 million common shares. Luria, based in Cleveland, Ohio was acquired on October 10, 1997 
for total cash consideration of $175.3 million. In 1996, the Company acquired eleven businesses, including 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


4. Acquisitions and Divestitures (in thousands) (continued) 


Intsel Southwest Limited Partnership (“Intsel”) and Luntz Corporation (“Luntz”). All business combina- 
tions have been accounted for using the purchase method of accounting and are summarized below: 


1998 1997 1996 
Allwaste Luria Other Total 
Purchase consideration 

Gashtaperereae. tink ot une ak toe SP 8.23 5un > — $163,001 $397,488 $ 560,489 $109,301 
Company’s common shares ....... — 391,719 — 210,913 602,632 ew Al 
Deferred payments and long-term 

GEO cc ee ae ee ne 189 — — 22,828 22,828 2215 
Acquisition costs and accruals..... 1,118 52,047 12,300 19,158 83,505 3,875 


Fair value of net assets acquired 


Cash (bank indebtedness) ........ § (63553)) wove S00 lEe bs BOOS. 1,045 ued 1,644 $ 1,849 
Lonecterpidebt eerie (12,943) (142,363) Ter (8600) um (028, 365) a 141) 
Assets, excluding cash 

CUinrATOI DES ar. seacoast ee BAO LOD SSG 2M sys! 878,460 171,861 
MC ee (31,761) (77,318) (44,673) (228,010) (350,001) (63,092) 
GGOGwi eget O13, 10) OP 5G SEW 3158231938741 26 101,130 452,278 940,534 63,555 
Othemintangibles Mae .P 2S eM — — 2,600 24,582 D1 Von 5,480 


$ 20,042 $443,766 $175,301 $650,387 $1,269,454 $165,120 


The unaudited pro forma information set forth below assumes the acquisitions of Allwaste and Luria and 
the material acquisitions in 1996 of Luntz and Intsel, occurred at the beginning of 1996. The unaudited 
pro forma information is presented for informational purposes only and is not necessarily indicative of the 
results of operations that would have resulted if the acquisitions had occurred on January 1, 1996. 


Years ended December 31 


1997 1996 
(unaudited) 
REVENUE Wa che so zis io AI ee Es WOR Ce ROMANE Baten: om tele me $1,492,043 $1,117,037 
Earnings (loss) from continuing operations. AAO kinae. Maa ieeris, tenes $ §(59,456) 0" § 672 
Basic earnings per share from continuing operations................00005 $e~<r(0960)1=.$ 0.01 


During 1998, the Company divested of two of its Metals Services businesses. On July 7, 1998, the 
Company’s Houston, Texas based steel distribution business was sold for cash proceeds of $95,000, resulting in 
a gain on sale of approximately $17,000 and on May 21, 1998, the Company sold certain of its spiral weld pipe 
operations for cash proceeds of $9,922, resulting in a loss on sale of $392. 


In November 1995, the Company reached an agreement to sell its Greater Montreal Area solid waste 
collection and transfer business (the “Intersan Business”) for $31,685. As part of the sale of the Intersan 
Business, the Company entered into a disposal services agreement with the purchaser and received proceeds of 
$7,947. The proceeds from the sale of the Intersan Business, which amounted to $39,632, were received in 
January 1996. 


5. Discontinued Operations (in thousands) 


In December 1998, the Company made the decision to discontinue the Non-Ferrous and Copper 
operations of its Metals Services business. The sale of certain aluminum operations included in the Non- 
Ferrous operations closed on January 11, 1999 for a total consideration of approximately $69,500. Certain of 
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5. Discontinued Operations (in thousands) (continued) 


the copper and non-ferrous operations or assets are anticipated to be sold in the next twelve months and the 
remainder of the operations in these segments will be closed during 1999. The loss on the closure of the 
remainder of the Non-Ferrous and Copper operations, which includes fair value adjustments, writedowns of 
goodwill and income tax valuation allowances, was $126,135. 


Revenue from the Non-Ferrous and Copper operations, net of intercompany revenue, was $403,319, 
$569,984 and $199,112 for the fiscal years ended December 31, 1998, 1997 and 1996, respectively. Loss from 
discontinued operations in the Consolidated Statement of Earnings is presented net of applicable income taxes 
of $45,550, $(38,269) and $(9,286) for the fiscal years ended December 31, 1998, 1997 and 1996, 
respectively. No interest or general corporate overhead was allocated to these discontinued operations. 


In August 1996, the Company sold its municipal and commercial solid waste business (the “Solid Waste 
Business”) for a total consideration of $115,000 to USA Waste Services, Inc. (“USA Waste’). The 
consideration included $60,000 in cash, $38,000 in unrestricted common shares of USA Waste, and $17,000 in 
restricted common shares of USA Waste. The unrestricted common shares of USA Waste were sold in 
September 1996 for $39,508, resulting in a gain of $1,508 which is included in Other Income and Expense -net 
in the Consolidated Statements of Earnings. The restriction on the $17,000 common shares of USA Waste 
was removed in January 1997 and in February 1997, the Company sold these shares for $19,800, resulting in a 
further gain before tax of $2,800. 


Revenue of the Solid Waste Business, net of intercompany revenue, was $38,140 for the fiscal year ended 
December 31, 1996. Loss from discontinued operations in the Consolidated Statements of Earnings is 
presented net of allocated interest expense of $3,768 and net of applicable income taxes of $3,225 for the fiscal 
year ended December 31, 1996. Interest was allocated based upon the ratio of the net assets of the Solid 
Waste Business to the Company’s consolidated net assets. No general corporate overhead was allocated to the 
discontinued operations. 


Years ended December 31 


1998 1997 1996 

Loss on sale of Non-Ferrous operations, net of income taxes of 

BMS fo rcs rene SUMO A GD ER Mh oS ek oy a dag ae S10 D18 eens —z $ — 
Loss on closure of remainder of Non-Ferrous and Copper 

OpETaHONS NeMoletax te wre aee ee eey oe ke a ae 8 BoE eG Gauss (126,135) — — 
Loss from Non-Ferrous and Copper discontinued operations, net of 

tax: 38S AS aR Ge ede a eee ee ene”. sae tenes hs (97,738) (65,745) (16,442) 
Loss on sale of Solid Waste Business, net of income taxes 

LECOVCLADIEOL 502, 05m aue ae: Sisonsdile dees 1a Aad Sie sidan a an Ae Ad —_— _ (5,588) 
Income from Solid Waste Business discontinued operations ....... — — 4,872 


$(254,391)  $(65,745) — $(17,158) 
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6. Other Current Assets (in thousands) 


1998 

Net current assets from: discontinued operations(a) ......... 0.6 0+ sacmena $ 72,459 
Restricted: cash (D) meq ee earce eee Pa tN am eG tcc ee ck, 28,423 
Workaty DIOgress ae CRW 1s et Re ge ec nr eee 23,018 
Small parts*and‘supplies4."572. 5. erae). son aS eee, en 19,020 
Prepaid ‘expendittites AU 225 a4 wt 5 TOR Ue nerd ke RD Gk ATE Ae 14,527 
Othenss.. HARA: WR en cee: ase eee. Seer. Be. 4, SURAT VE 23,867 

$181,314 


1997 
oi 215293 


25,099 
14,951 

4,404 
16,681 


$183,228 


(a) Net assets from discontinued operations for 1998 include proceeds receivable of approximately $69,500 


from the sale of the aluminum operations (Note 5). 


(b) Restricted cash represents funds used as collateral for letters of credit. 


7. Fixed Assets (in thousands) 


1998 1997 

Accumulated Net book Accumulated 

Cost depreciation value Cost depreciation 
Land S44... . in ee ec a8 oan $ 60,932 $ — $ 60,932 $ 71,058 $ a 
Landfill sites Sp). tee 24,696 4,958 19,738 DDE ae 295) 
Buildings eaw.Pes sees eee 124,295 21,789 102,506 113,370 10,873 
Equipment:.)..-F ue eee 377,662 138,319 239,343 396,652 82,603 
Assets under development... 12,645 — 12,645 34,225 — 


$600,230 $165,066 $435,164 $638,160 $96,426 


8. Other Assets (in thousands) 


1998 

Restricted imvestments (a ies ttad. i sc eee ee era te Re aoe $31,016 
Deferred financing’ COStS. 2.2 case tha een ke Se gee er eR ac ca ees 836 
Investinents ( D) aes acct ea err ke ee chu. Sense 2a 18,837 
Other intangibles a. cor) < cement Rea ee cs 9,052 
Netilong-termy assets of-discontittucd Operations vr a ene oe ea — 
Othero,, ive: arenes etl eee. ee ee eee ee nea eae. 29,883 

$89,624 


Net book 
value 


$ 71,058 
19,905 
102,497 
314,049 
34,225 


$541,734 


1997 


$ 27,970 
19,616 
53,685 
34,426 

149,640 
29,881 


$315,218 


(a) Restricted investments support the Company’s self-insurance program and are invested and managed by 


the Company’s wholly-owned insurance subsidiary. 


(b) Investments include: 


(i) a 24.2% interest in Invatec (Note 3(c)) representing 2,340,717 common shares amounting to 
$5.7 million (1997 — $30.8 million). The Invatec investment is accounted for using the equity 
method of accounting. Invatec is a publicly traded company providing comprehensive maintenance, 
repair, replacement and value added distribution services of industrial valves and process system 
components. The quoted market price of the Invatec shares at December 31, 1998 was $2.56 per 
share (1997 — $20.25). On March 9, 1999, Invatec announced that NASDAQ had asserted that 
its common stock is no longer eligible for inclusion on the NASDAQ National Market because the 
stock had failed to maintain a closing bid price of $5 per share and the company had failed to 
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8. Other Assets (in thousands) (continued) 


maintain the required level of tangible net assets. As a result, Invatec’s common shares are subject 
to delisting from the NASDAQ National Market at any time. However, in the event of delisting, 
the stock may be eligible to be quoted and traded on the NASDAQ Small Cap Market. As at 
March 31, 1999, Invatec’s common stock was trading on the NASDAQ National Market. 


(ii) The Company’s investment in Strategic Holdings Inc., (Note 3 (c)) which was accounted for at 
cost, was divested in the fourth quarter of 1998. At December 31, 1997, the carrying value of the 


investment was $9.7 million. 


9. Accrued Liabilities (in thousands) 


Accrued liabilities consist of the following: 


Accrued employee compensation*andybemelit costsiant =: aac .-ctecs-e ss seen Fe 
Accrued mstirance ‘costs#. fare topnotch Seis Cua ce eee a ee 
Accrued purchases) tain tan cere Beene: 5 te). see Cea) ae Rate Ge ee 
Income: taxes«payalbletaron. 55k mers heen @ «tie. RR eis ae Cee ee 
Accrued restimeturing icosts sty ucs  eeeeriee «: OMRON... cc tee es 
Acéened. oth eigeaneen. 1:7. opurpermrmrne tc Men os. Pa ee Pe. c: 2 Sp Ameen ae 


10. Long-term Debt (in thousands) 


Bank term loani(a)p@¢. ... WR aeae SAR CERS. ... Ue. Fale... BECCA... . 
Convertible subordimated:debentures (bem. a. os. on 1. vcs eee 
Loans collateralized by certain assets of subsidiaries of the Company having 
a net book value of $26,945 bearing interest at a weighted average fixed 
rate of 6.5% (1997 - 6.6%) maturing at various dates up to 2020(d) ...... 
Loans collateralized by certain assets of subsidiaries of the Company having 
a net book value of $4,219 bearing interest at prime plus a weighted 
average floating rate of 0.8% (1997 - 0.8%) maturing at various dates up to 


Loans unsecured, bearing interest at prime plus a weighted average floating 
rate of 7.1% (1997 - 5.4%) maturing at various dates up to 2005(c) ...... 
Obligations under capital leases on equipment bearing interest at rates 
varying from 6% to 12% maturing at various dates to 2004. .............. 
Other 


1998 


$ 40,936 
32.993 
213993 

8,500 
177520 
66,994 


$188,936 


1998 


$1,025,253 
25,609s 


14,686 


4,037 
23,681 


13,295 


2 ey 


1,107,778 


1,084,959 
\ ame Art 


1997 


$ 34,582 
30,551 
25,947 
11,978 
21,164 
S1;355 


$181,577 


1997 


$897,352 
25,625 


19,627 


6,582 
21,908 


13,930 
1,301 


986,325 
20,735 


$965,590 


(a) In August 1997, the Company signed a $1.5 billion revolving credit agreement which was amended in 
October 1997, February 1998, June 1998, October 1998 and December 1998 with a syndicate of 
international lenders which replaced the 1996 revolving term loan agreement and refinanced certain other 
long-term debt. The Credit Facility expires in August of 2002, and contains certain restrictive covenants 
and financial covenants including that: (a) the Company must meet specified interest coverage ratio, debt 
to EBITDA ratio, fixed charge ratio and working capital ratio tests, and (b) acquisitions by the Company 


are subject to lenders’ approval. 
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10. 


(b) 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Long-term Debt (in thousands) (continued) 


At December 31, 1998 the Company was not in compliance with certain covenants in the Credit Facility, 
including the financial covenants, which require the Company to maintain a specified interest coverage 
ratio, debt to EBITDA ratio, fixed charge ratio and working capital ratio. As the Company is not in 
compliance with the terms of its Credit Facility, the debt outstanding under the Credit Facility is 
classified as a current liability on the Company’s Consolidated Balance Sheet. 


Borrowings under the Credit Facility are guaranteed, jointly and severally by the Company and its direct 
and indirect wholly-owned subsidiaries and are secured by a pledge of the issued and outstanding 
securities of the Company’s direct and indirect wholly-owned subsidiaries, and a charge over the present 
and future assets of the Company and its direct and indirect wholly-owned subsidiaries. The Credit 
Facility bears interest based on a moving grid. At December 31, 1998, the interest rate was approxi- 
mately 9.5% (1997 — 7.1%) on these borrowings. In June 1998, the Credit Facility was reduced from 
$1.5 billion to $1.2 billion, the interest rate charged was increased by 100 basis points, the Company was 
permitted access to $60 million of the proceeds arising from an asset disposition of which $20 million was 
allocated to provide collateral for letters of credit and the Company agreed to a standstill until 
September 30, 1998 respecting the incurrence of additional debt and the occurrence of dispositions or 
acquisitions. On October 20, 1998, the Credit Facility was further amended to permit the use of the letter 
of credit facility for general corporate and other purposes and to extend the Company standstill on certain 
activities until June 30, 1999. In November 1998, the Company suspended payments of interest under the 
Credit Facility. 


On April 26, 1999 the Company’s lenders approved a Lock-up Agreement which sets forth a new capital 
structure for the Company and the conditions that govern the restructuring of $1.02 billion outstanding 
under the Credit Facility. Under the terms of the Lock-up Agreement, the lenders will convert the 
outstanding $1.02 billion of secured debt into $300 million of senior secured debt, $100 million of 
convertible secured payment in-kind notes and 90% of the common shares of the restructured Company. 
The secured payment in-kind notes are convertible into 25% of the common shares of the restructured 
Company on a fully diluted basis as of the restructuring date. The senior secured debt and the secured 
payment in-kind notes each have a term of five years. The Lock-up Agreement enables the Company to 
use $68,500 in proceeds from the January 1999 sale of the Company’s aluminum assets and allows access 
to future asset sale proceeds of up to $24,500. The Lock-up Agreement also provides that the Board of 
Directors of the restructured Company will consist of nine directors, who will be nominated by the new 
90% shareholders (i.e., the lenders). The nominees include two members of the existing Board of 
Directors. The Company has agreed to a reduction in the current facility from $1.2 billion to the current 
amount outstanding. 


On the acquisition of Allwaste, the Company assumed the indenture with respect to Allwaste’s 744% 
Convertible Subordinated Debentures (“debenture”) which are due 2014. At any time up to and including 
June 1, 2014 the holder of any debenture will have the right to convert the principal amount of such 
debenture into common shares equal to the principal amount of the debenture surrendered for conversion 
divided by $19.5376. The debentures are redeemable for cash at the option of the Company. The 
debentures provide for annual mandatory sinking fund payments equal to 5% of the aggregate principal 
amount of the debenture issued, commencing June 1, 1999. Interest is payable semi-annually on June | and 
December 1. Effective December 1, 1998, the Company suspended payments of interest on the debenture 
which created a default under the indenture. Accordingly, the amount of the debentures outstanding has 
been classified as a current liability on the Consolidated Balance Sheet at December 31, 1998. 


The Company’s acquisition of Allwaste in 1997 constituted a “redemption event” pursuant to the 
indenture. Accordingly, each holder of the debentures had the right to require the redemption of all or 
any portion of such holder’s debenture for cash to the 90th day following the acquisition. During the 
90 day period in 1997, $3.3 million of debentures were redeemed. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


10. Long-term Debt (in thousands) (continued) 


(c) Included in the unsecured loans are promissory notes, relating to certain 1997 acquisitions, totalling 
$16,000 which are in default as at December 31, 1998 and have been classified as a current liability on the 
Company’s Consolidated Balance Sheet. Principal repayments which were required on these notes 
in 1998 were not made, causing a default under provisions of the promissory note. 


(d) Included in the fixed rate secured loans are industrial development bonds totalling $7,700 which are in 
default as at December 31, 1998 since principal repayments required were not made. 


(ec) The aggregate amount of payments required to meet long-term debt installments in each of the next 
five years is as follows: 


NO eRe eee eae rete tas |. cS ON ee Re AREER $1,084,959 
PANG, Ui Bigs AG og oS el So NOES SRC oe NE oe foe? are 7,326 
PAV UIE ne ets Ao oe cn Ai ee oP ee Oe ME Se OES =n 3,994 
PAUU Rs cA iis Bhs ee. ch ea VIE, SPE ee OR ee eee 8,672 
DRAW et sin V5 bp NRCS Bch ie RRL re 7 OR PERT OT EEN aS 1,027 


11. Derivative Financial and Commodity Instruments (in thousands except rate/strike price and term) 


The Company utilizes interest rate swaps and collars to fix the interest rate on a portion of its floating rate 
debt and thereby manage the interest rate risk associated therewith. The credit risk of counterparty fulfillment 
on all such contracts is mitigated by dealing only with credit worthy major public financial institutions. 


In 1997, the Company hedged the market risk of foreign currency exchange rate movements on debt 
denominated in Canadian currency through the forward purchase of Canadian dollars. At December 31, 1997, 
the Company had outstanding 31,500 lbs of copper swap contracts entered into in connection with a processing 
agreement associated with the monetization of copper inventory. Under these swaps the Company was 
obligated to pay the counterparty an average fixed price of $0.87/lb and received a variable price based upon 
the market price of copper. These swaps had no carrying value and resulted in a mark to market loss 
of $10,000 at December 31, 1997 which has been recorded in the results of discontinued operations. 


In 1997, the Company entered into copper and aluminum collar and purchased put option contracts, as 
well as written covered call option contracts with major public financial institutions to hedge market price 
fluctuations in its copper and aluminum inventories. 


As at December 31, 1998, the Company also had forward physical copper sales commitments to 
customers totalling 7,500 lbs. (1997 - 22,000 lbs) and copper futures purchase contracts with major public 
broker dealers which are, collectively designated as hedges in its copper processing operations and inventory. 


The following table summarizes outstanding derivative instruments: 


1998 1997 

Contract/ Term Contract/ Term 
Instruments notional amount (years) Rate/strike price notional amount (years) Rate/strike price 
Interest rate swaps / collars ....... $ 130,000 0.4 6.95% $319,406 0.7 5.91% 
Forward Canadian dollar purchases — — — $99,393 0.2 Cdn$1.42/$1US 
Coppetswaps sree ee cee _— — — 31,500 lbs. 0.5 $0.87/Ib. 
Copper puccicoll arsine — — — 45,000 Ibs. 0.1 $0.75 to $0.95/Ib. 
Written copper call options........ — — _— 51,750 lbs. 0.2 $0.88/Ib. 
Purchased copper put options ...... — _ — 13,500 Ibs. 0.5 $0.78/Ib. 
Aluminum price collars........... — — _ 10,000 Ibs. 0.1 $0.65 to $0.74/Ib. 
Written aluminum call options ..... _ a _ 10,000 Ibs. 0.2 $0.72/Ib. 
Copper futures purchases ......... 11,575 lbs. 0.3 $0.73/Ib. 11,805 lbs. 0.4 $0.89/Ib. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


11. Derivative Financial and Commodity Instruments (in thousands except rate/strike price and term) 


(continued) 


Other than the copper swaps discussed in the above paragraphs, neither the carrying value nor the related 
fair value of the instruments summarized in the above table were individually or collectively material at 


December 31, 1998 or 1997. 


12. Other Liabilities (in thousands) 


Acenued ten Vir OntHen lal Costa emeN ee <b ke.uelsdn onivicer cel saeaimtott tect stich Reuse R ORs 
Deferred paynicntstan’: eee = | howto gh a ASS tes a ce 
Net long-term liabilities of discontinued operations....................005 
OCHA SA PON OL: 5S . slanskency st este Daan ARO wkd heeded we 


4,771 
37,336 


$127,448 


(a) Deferred payments relate to acquisitions (see Note 4), whereby the former owners of the businesses have 
agreed to accept part of their payment over future periods of time. All such amounts are non-interest 


bearing and are unsecured. 


13. Shareholders’ Equity (in thousands except number of shares/options and per share amounts) 


Share capital consists of: 

Authorized 

Unlimited number of common shares 

Issued 

Common shares and equivalents 

INUMDe Mos. che tttriee Siete octal coe Cat Maer ate Chaperee oR Anetra ie ena 
DG IlLats xe i) ig tee ae en ets, cata ae ag ec \ Pe Renee Neto thal sec A a, 


The issued and outstanding share capital of the Company is comprised of the following: 


BalancesspWecemberc3 doch 99 Snag .AE ES. alii. aonebsooos. ai epotion too 
Sharespissued. in, respectiof, acquisitions during 1996..10.n th. asade nal wl. ok 
Shares issued on conversion of convertible subordinated debentures....... 
Sharesissned fomcasheers thwart eee trae re ane cabin, ee eee 
Shareyoptions\exercised: for cashes. sluei osl)-t:. cubis iel oth ames Hercreass 
Other eqtiehwoadt binew seal 490 x emencen bandh £01. a4 BARS alte nor 
Balance-= Decemberss 1996: rece sei sy csk ahe necitts Pom re cre cuca ones eae solace 
Shares: issued-in-respect-of-acquisitions during 199 T-cenc.cccs meee were 
Shares issued on conversion of convertible subordinated debentures....... 
Shares issuedcion Cash 4 22 hf. bya Gt AEE SEs FETE OS FAD. CORR RD Oho. 
Share opuons Exercised [Of CaSIee aati. «rs = ele ce orl one oe 
Odi stages sean ee aoe aa Oe ee as ae a ed Ae oa 
Balances="Deéecember S14 199 Tree cae Cree Cae ene Noe Oe 
Sltares foptionsléxercisedafor cash an S25... 008. Ok OMe RIED. 1a BIE 
Otherrdetisyle% aolten eslodeR-csoold. adh goleu bonisrersb caw ankine dos 


1998 


131,144,013 


1,351,482 


1997 


131,058,393 


1,348,066 


Common Shares 


Number 


37,453,833 
3,600,102 
19,180,000 
8,625,000 
953,724 


64,209 


69,876,868 
35,880,758 
129,511 
23,000,000 
1,774,414 


396,842 


131,058,393 
83,724 
1,896 


131,144,013 


Amount 


$ 153,920 
29 Sill 

119 420 
55,345 
6,159 

364 


363,079 


602,632 
150 
362,501 
12,657 


5,647 


1,348,066 
472 
94 


2,850 


$1,351,482 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


13. Shareholders’ Equity (in thousands except number of shares/options and per share amounts) 
(continued) 


Stock options 


Common share options issued and outstanding are as follows: 


Number $/Share 

Employee stock option plans(a) 
Year of grant 
POSAORRL Rn ert ee re ies ete a He wince ea temeics 276,588 Cdn $7.50 to 8.00 
OO SE ST Se aera aa tite ees, <junc sich ws lay achaatonedien geareden 600,410 Cdn $9.88 
1996 girs i aa Meee ee ce CA ea eed eed s ee tas, 7 Gre acc ae ee 1,008,009 Cdn $8.50 to 11.90 
Diy siat th MRE ME RO he a otaatedhy ers Sn te tclel este «. shtden Sy Sie RCE oe Boog ke 3,684,500 Cdn $18.10 to 22.70 
MOO a SCIV- LEGieaeQUISItION. . fis clenceis « ateaiins wea a A ok oe es Se 379,457 $7.44 to 22.64 
LOGHeA I wastetacquisitiOn <y 1. wide ead ricvesnate tus. ov. scvevelioe iteede bm le 1,477,742 $6.96 to 10.64 
LOD Be teas 85 ch amare IS Ncalcg tin Acie knde, came APE”. 2 CA niet Ga oe LAE 2,277,500 Cdn $3.95 to 17.95 
Issued in conjunction with the acquisition of Philip 

Environniental*Corporation (b) Ow. 1) PRON, SRR Tae 776,386 Cdn $7.05 to 8.00 
‘Rotalkoutstandines December i619 S Pian aie ee oe eo ee 10,480,592 


(a) The Company has allotted and reserved 10,257,149 common shares under its 1991 and 1997 Employee 
Stock Option Plans, the Serv-Tech Long Term Incentive Plan, the Serv-Tech Amended and Restated 
1989 Incentive Stock Option Plan and the Allwaste Amended and Restated 1989 Replacement 
Non-Qualified Stock Option Plan and any supplements thereto. Under the stock option plans, options 
may be granted to purchase common shares of the Company at the then current market price. All options 
currently expire five to ten years from the date of grant. All the options outstanding were issued at the 
then current market price. 


(b) These options expire on November 26, 2000. 


SFAS No. 123 “Accounting for Stock Based Compensation”’, issued in October 1995, defines a fair value 
based method of accounting for employee stock options. Under this fair value method, compensation cost is 
measured at the grant date based on the fair value of the award and is recognized over the exercise period. 
However, SFAS No. 123 allows an entity to continue to measure compensation cost in accordance with 
Accounting Principle Board Statement No. 25 (“APB 25”). The Company has elected to measure 
compensation costs related to stock options in accordance with APB 25 and recognizes no compensation 
expense for stock options granted. Accordingly, the Company has adopted the disclosure only provisions of 
SFAS No. 123. | 


If compensation costs were measured using the fair value of the stock options on the date of grant, during 
1998, 1997 and 1996, in accordance with SFAS No. 123 the Company’s net loss would be as follows: 


1998 1997 1996 
As Reported Proforma As Reported Proforma As Reported Proforma 
Netloss ¢ .. | (OOO $ (1,586,872) $(1,596,472) $(126,267) $(131,311) $(19,973) $(22,210) 
Basic and diluted earnings per 
aidiG cee. Seeman, SECO (127) $" 911-43) See AO ye ee OCs Seat Cet) 


The weighted average fair value of options granted in 1998, 1997 and 1996 was $1.55, $1.33 and $1.45, 
respectively. The fair value of each option was determined using the Black-Scholes option valuation model 
with the following assumptions for 1998, 1997 and 1996: (i) risk free interest rate of 5.44, 5.62, and 6.96%, 
respectively, (ii) expected volatility of 94.94, 46.28 and 32.74%, respectively, (iii) expected option life ranging 
from 5 to 10 years and (iv) no annualized dividend yield. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


14. Change in Non-Cash Working Capital (in thousands) 


Years ended December 31 


1998 1997 
Accounts teceivable- ee eee, NAOT SHOWRRES POLE $ 91,548 $ (63,632) 
Inventory for-resalet le [ee ee OPE OPE OS OOWR  s 32,462 (20,590) 
Other +.2.,.42 09s ase Ge ie ok ee dee nein (59,216) (22,960) 
Mecounts payabletand accrued liabilities .. oc. www eonwoen uw (129,448) (30,690) 
Income: taxes $2. ase. fs. 0s foe ene: oo TD eee 8,799 Dov 
Change: im non-cash working capital... ce6 Seer ee bP 55,50)) Oooo) 


Statements of Cash Flows 


1996 


$ 6,368 
(1,002) 
(9,500) 
(1,691) 
(4,168) 


$(9,993) 


The supplemental cash flow disclosures and non-cash transactions for the years ended December 31, 


1998, 1997 and 1996 are as follows: 


1998 1997 

Supplemental Disclosures: 

Tinvterest pach fc. Spee siesta re eget a SP tIrCe, SOC a mors ase cas $63,344 $ 45,632 

Tireoine: taxes sped gen gee c¥ eo. Cree oe We eget fee, ems neg 3,920 4,035 
Non Cash Transactions: 

Common stocktissucdrontacquisitiOnss 47 s2 4a 54 one eas ae eae a: — 602,632 

Capital leases and debt obligations for the purchase of property 

AUCHEQUIDIN CH hsv on ces ASRS AER RN As Aaly eR een ee 2,764 7,708 

Debt and liabilities incurred or assumed in acquisitions......... 189 67,064 

Debtrconvertedsto’ common’ stock. 5.40... vce oak Bowes oe es — 2130 

Commonistocmissuce 10f Properivaame sane or ote ne eet —— 5,084 


15. Income Taxes (in thousands) 


1996 


$ 19,476 
ea BI) 


295401 


13,924 
22,380 
117,720 


The Company accounts for income taxes under SFAS No. 109, “Accounting for Income Taxes”. Under 
SFAS No. 109, the Company provides deferred income taxes for the tax effects of temporary differences 


between the financial reporting and income tax bases of the Company’s assets and liabilities. 


The Company is organized under the laws of Ontario, Canada and it is regarded as a Canadian domestic 


corporation for the purposes of this note. 


Federal, provincial and foreign income tax provisions (benefits) are as follows: 


Years ended December 31 


1998 1997 
Canadian - federal and provincial 
CURTMIUs cen exert needs Sine Sete eens ei ec cat, EN ae Bac $ — $ 02 
DGLECreC, ccrsmite ghee Mecca Sei eee rane eo Saou ice ee 14,770 (10,831) 
14,770 (10,129) 
Foreign 
Curreti ts as te loo a eee oe nie ie 9,014 6,735 
Deéferred Rise ey Tee cee PAIRS Roe eee & a Sie inte tae 18,463 (14,068) 


$42,247 $17,462) 
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1996 


$ (5,407) 
(5,615) 
(11,022) 


ies) 
(414) 


$(10,277) 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
15. Income Taxes (in thousands) (continued) 
The Company’s income tax expense (benefit) is comprised of the following: 


Years ended December 31 
1998 1997 1996 


Income tax expense (benefit) based on Canadian Federal and 


Provincialleflective moomcnatales ... . 2. 6... - aed ns- <> $(575,800)  $(34,369) $ (5,842) 
(Increase) decrease in income tax benefit resulting from: 

Lower income tax rates in the USA and other jurisdictions ... 68,877 (12,507) (4,362) 

Manufacturing and processing allowances ................-. 2,489 6,586 (1,319) 

Non-deductible expenses for income tax purposes, principally 

Pood WH ced Ari ica eae oe oe Oe 5 ott eS gece. se 13,904 3,618 2,141 

Other non-deductible expenses relating to special charges....... 328,627 20,308 — 
Valuation: alldwance? 21f9y .9G2 96! ABLE SOST. H280-T0K RNS 29: 204,496 — a 
Other: £2 2o.F 55 ee ee Se 82S: reer eee (346) (1,098) (895) 
Ingqome Tak Cxneige (OenictinMe co.cc oe Ose ae bee $ 42,247 $(17,462) $(10,277) 


The net deferred tax (asset) liability consists of the following temporary differences: 


1998 1997 
Difference in fixed Assets and soouwlll DaSise. /-= &, SSE PSS ee eee oe $(42,974)  $ 62,474 
Net operaiiny loss carryienvestsemee oe i ee. ce ean teen (82,669) (44,754) 
Actotalsnoiyet, deductible reese s ote - eee ce aca. cee eee i eee ene (62,594) (44,044) 
Othegae 2 2S ee ee ne na on ee 1,090 562 
Valuanton allowance 2.5 ee eta. en oe mee a eee ee 204,496 —— 
Net deferred tax: (asset). Naniitiys Seek 2. dein ce nde neds see $ 17,349 $ (25,762) 


The net operating loss carryforwards expire between the years 2001 and 2012. In assessing the value of 
the deferred tax assets, management considers whether it is more likely than not that all of the deferred tax 
assets will be realized. Projected future income tax planning strategies and the expected reversal of deferred 
tax liabilities are considered in making this assessment. In 1998, based on the level of historical taxable 
income and projections for future taxable income over the periods in which the net operating losses are 
deductible, it was determined that it is more likely than not that the Company will not realize the benefits of 
deferred tax assets. The Company’s plan to restructure the secured bank term loans in 1999 in accordance 
with the current agreement indicated in Note 1, may result in a gain that will be sufficient to utilize the 
deferred tax assets. However, given that this gain is contingent on Court confirmation, the Company has 
recorded a valuation allowance of $204,496 for the year ended December 31, 1998. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


15. Income Taxes (in thousands) (continued) 


The deferred income tax expense (benefit) results principally from the use of different revenue and 
expense recognition methods for tax and financial accounting purposes, the deferral of loss carryforwards for 
tax purposes and the recording of a valuation allowance relating to deferred tax assets. The sources of these 


temporary differences and related tax effects are as follows: 


Depreejationscandamortizationee Sane, ee ee eee 
Accruals and reserves not deductible until paid .............. 
Deferred Teventier see. tee ote ttre Pe ng erate a ee 


Other N6t eras ae ee te ee nes ee 
Valuation allowance. ts.) Me ue ee ee 


16. Computation of Earnings per Share (in thousands) 


Net loss for the period — basic and diluted................ 


Number of common shares outstanding ................... 
Effect of using weighted average number of common shares 
outstanding vig! wrk comiunied to. Phe Dea oes MI 


Basic and diluted weighted average number of commons 
Shares OULStanGIN®” Se on mete Cee cron tre mene: meet 


17. Interest Capitalization (in thousands) 


Years ended December 31 


1998 


$(112,086) 
(21,548) 
(627) 
(39,986) 
2,984 
204,496 


$ b33233 


1998 


$ (1,586,872) 


131,144 


(14) 


131,130 


1997 


$ (19,409) 


(1,085) 
3,151 
(5,825) 
(1,731) 


$ (24,899) 


1997 
$ (126,267) 
131,058 


(42,867) 


88,191 


1996 
5°) 1,582 


(982) 
(6,629) 


$ (6,029) 


1996 
$(19,973) 
69,877 


(19,804) 


50,073 


During the years ended December 31, 1998, 1997 and 1996 the Company included $384, $699, and 
$2,219, respectively of financing costs as part of the cost of assets under development. 


18. Related Parties (in thousands) 


(a) The following transactions were recorded with the directors and officers of the Company: 


1998 Eh 1996 
Advances from) (xepaymentssto) tdirectors 347.2007 3). tre. Oe See $(1,400) $ (826)  $(2,894) 
litérest Paicto directorse kh. PUL OF PHI Tee. Ve, POMBO, at $ oe $821 $ 196 
Services acquired from companies controlled by officers and directors $ 3,724 $2,387 >. 839 
Property purchased from a company partially owned by a director .... $ — $5,084 _ 
Unsecured advances to an officer and director — net ............... — = $ (38) 


(b) An amount due from an officer and a director at December 31, 1998 and 1997 of $481 and $515 
respectively has been included in other current assets. The loan is unsecured, non-interest bearing and 
payable on demand. 
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19. 
(a) 


(b) 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Contingencies (in thousands) 


The Company in the normal course of its business expends funds for environmental protection and 
remediation but does not expect these expenditures to have a materially adverse effect on its financial 
condition or results of operations since its business is based on compliance with environmental laws and 
regulations. 


Certain of the Company’s facilities are contaminated primarily as a result of operating practices at the 
sites prior to their acquisition by the Company. The Company has established procedures to routinely 
evaluate these sites giving consideration to the nature and extent of the contamination. The Company has 
provided for the remediation of these sites based upon management’s judgement and prior experience. 
The Company has estimated the liability to remediate these sites to be $66,097 (1997 - $59,967). 


As well, certain subsidiaries acquired by the Company have been named as a potentially responsible or 
liable parties in connection with sites listed on the Superfund National Priority List (“NPL”). In the 
majority of the cases, the Company’s connection with NPL sites relates to allegations that its subsidiaries 
or their predecessors transported waste to the site in question. The Company has reviewed the nature and 
extent of its alleged connection to these sites, the number, connection and financial ability of other named 
and unnamed potentially responsible parties and the nature and estimated cost of the likely remedy. 
Based on its review, the Company has accrued its estimate of the liability to remediate these sites at 
$20,827 (1997 - $5,086). 


The liabilities discussed above are disclosed in the Consolidated Balance Sheets as follows: 


1998 1997 
iNet currenisassets frommdiscontinued operations -:.....2:...-.4.+se%eeses $ 1,400 $ — 
Net long-term assets from discontinued operations |. 42 wees) eene Se 1,980 400 
Accrued: lia bilities ww tener ne 00) o8 0 ee ice cles u's ata mss coe Se ee ee 7,051 5,415 
Accrued! environmentalteostseG@Nove 12) 220254..cc05 65 00. 4k 6 ees ee RIE 76,493 59,238 


$86,924 $65,053 


If it is determined that more expensive remediation approaches may be required in the future, the 
Company could incur additional obligations of up to $35,000. 


Various class actions have been filed against the Company, certain of its past and present directors and 
officers, the underwriters of the Company’s 1997 public offering and the Company’s auditors. Each action 
alleges that Philip’s financial disclosures for various time periods between 1995 and 1997 contained 
material misstatements or omissions in violation of U.S. federal securities laws (provisions of the 
Securities Act of 1933 and of the Securities Exchange Act of 1934) and seeks to represent a class of 
purchasers of Philip’s common shares. On June 2, 1998 the Judicial Panel on Multidistrict Litigation 
ordered that the class actions be consolidated and transferred to the United States District Court, 
Southern District of New York. On July 23, 1998, two pre-trial orders of the District Court were made. 
Pre-Trial Order No. | dealt with various administrative matters relating to the consolidation of the 
actions and a schedule for the plaintiffs to serve and file a consolidated amended class action complaint 
and for the Company’s response. Pre-Trial Order No. 2 appointed a lead plaintiff and lead counsel. On 
November 13, 1998, the Company filed a motion for an order dismissing the class action on the grounds 
of forum non conveniens. As of the date hereof, no decision has been rendered on the forum non 
conveniens motion. 


Similar claims have been asserted against the Company and certain of its past and present officers and 
directors by the former shareholders of the Steiner-Liff Metals group of companies and the 
Southern-Foundry Supply group of companies. Philip acquired these companies in October of 1997 and 
issued Philip common shares in partial payment of the purchase price. The claims allege that Philip’s 
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(c) 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Contingencies (in thousands) (continued) 


financial disclosures for various time periods between 1995 and 1997 contain material misstatements or 
omissions and that these constitute a breach of certain representations and warranties made to the former 
shareholders or, alternatively, a violation of US securities laws. 


A claim brought under the Ontario Class Proceedings Act was commenced on October 26, 1998 against 
the Company, the underwriters of the Company’s 1997 public offering and the Company’s auditors. The 
claim was brought on behalf of persons in Canada who purchased Philip common shares between 
November 6, 1997 and December 18, 1997 and also seeks damages on behalf of persons in Canada who 
purchased common shares between May 21, 1996 and April 23, 1998. The claim contains various 
allegations that are similar in nature to those made in the US class action claims. 


The Company has conducted a review of the claims and determined that it is not feasible to predict or 
determine the final outcome of these proceedings. The Company intends to vigorously defend all claims 
but there can be no assurance that the outcome of the class actions and related actions will not have a 
material adverse effect upon the financial condition or results of operations of the Company. 


In January 1999, Exxon Chemical Company (“Exxon’’) asserted a claim against International Catalyst, 
Inc. (““INCAT’’), an indirect wholly owned subsidiary of the Company, for damages of $32.1 million 
arising from certain work conducted by INCAT at Exxon’s Baytown, Texas chemical plant. Exxon 
alleges that INCAT was responsible for the purchase and installation in 1996 of improper gasket 
materials in the internal bed piping flange joints of the Baytown plant which caused damages to the 
facility and consequential losses arising from the shutdown of the plant while repairs were made. 
In addition, in March 1999, Westlake PetroChemicals Corporation (“Westlake”) commenced an action 
against Piping Companies, Inc. (“PCI’’), an indirect wholly owned subsidiary of the Company, alleging 
that welding work conducted by PCI in December 1995 was defective and gave rise to a fire which caused 
considerable damage toe Westlake’s Sulfur, Louisiana ethylene plant. The Company has conducted 
a preliminary review of these claims and determined that it is not feasible to predict or determine the final 
outcome of these proceedings. The Company intends to vigorously defend the claims and believes that it 
has insurance coverage for such claims. There can be no assurance that the outcome of the claims will not 
have a material adverse effect upon the financial condition or results of operations of the Company. 


In November 1998, the Company ceased paying interest on its $1.02 billion in outstanding secured 
syndicated debt and stopped making payments on certain other unsecured debt and contractual 
obligations (“the Unsecured Obligations”). The Company may not have a defense to claims asserted or 
actions commenced for the payment of these obligations, or compliance with such contracts. The 
Company has reached an agreement with its lending syndicate on the terms of a financial restructuring of 
the Company whereby outstanding syndicated debt of $1.02 billion will be converted into $300 million of 
senior secured debt, $100 million in convertible secured payment in-kind notes and 90% of the common 
shares of the restructured Company. The Company is preparing a pre-packaged plan of reorganization 
which it expects to file under Chapter 11 of the United States Bankruptcy Code and in Canada under the 
Companies Creditors Arrangement Act. The filing of a pre-packaged plan of reorganization is subject to 
the fulfillment of certain conditions. There can be no assurance that the pre-packaged plan of 
reorganization will be filed and if filed, that it will be approved by the required stakeholders and the courts 
having jurisdiction over such matters. If the pre-packaged plan of reorganization is not approved, there 
can be no assurance that the Company will continue as a going concern. The Company is seeking to 
impair the Unsecured Obligations as part of the US and Canadian pre-packaged plan of reorganization 
filings. There can be no assurance that the Unsecured Obligations will be resolved as part of the 
Company’s pre-packaged plan of reorganization. If not resolved, the Unsecured Obligations could have a 
material adverse effect upon the financial condition or results of operations of the Company. 


The Company is named as a defendant in several lawsuits which have arisen in the ordinary course of its 
business. Management believes that none of these suits is likely to have a material adverse effect on the 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


19. Contingencies (in thousands) (continued) 


Company’s business or financial condition and therefore has made no provision in these financial 
statements for the potential liability, if any. 


20. Disclosures about Fair Value of Financial Instruments 


The carrying value of long-term debt is significantly more than fair value as evidenced by the anticipated 
financial restructuring of the Company (Note 1). 


21. Commitments (in thousands) 


Future rental payments required under operating leases for premises and equipment are as follows: 


1999 UNsta) RS SE OY EO CEC EL ARS IOUY Sea) RP eG TSG $36,975 
2000) LN BROWSE BOTs ee i) cee, L2ShS 0) Oo) SIR OLLO YE) JERE Ree Ae 26,003 
2001 SEIS Ne TO GROU TREO. PRES Te) ER TREITIE LD ee Se Ln, oe 18,869 
DOOD eee, We ae 79a NAPE scadspega mais”: Leapeh ammeter aie Te 15,568 
2003 cand Nerealic peewee GA Ge ER RT ee okt Bic Be een cans cut cers Rens Seca 1 24,354 


Letters of credit issued in relation to various supply contracts and third party insurance policies amounted 
to $95,179 as at December 31, 1998 (1997 - $58,960). 


22. Segmented Information (in thousands) 


The Company has two distinct business operations, Metals Services and Industrial Services. The 
Industrial Services operations have three business segments By-Products Recovery, Utilities Management and 
Industrial Outsourcing Services. By-Products recovery includes solvent distillation, engineered fuel blending, 
paint overspray recovery, organic and inorganic processing and polyurethane recycling. Utilities management 
provides services to industrial and municipal water and wastewater treatment plants, power plants and related 
infrastructure. Industrial Outsourcing Services includes cleaning and maintenance, waste collection and 
transportation, decommissioning and remediation, analytical services, emergency response services, container 
services and tank cleaning, turnaround and outage services, mechanical contracting and refactory services. 


The Metals Services operations have two business segments, Ferrous Services and Industrial Metals 
Services (“IMS”). Ferrous services include the collection and processing of ferrous scrap materials for 
shipment to steel mills as well as significant brokerage services for scrap materials and primary metals. 
The IMS group provides mill services and engineering and consulting services. 


1998 
Industrial Corporate 
By-Products Utilities Outsourcing Ferrous and 
Recovery Management Services Services IMS Eliminations Total 

Revenlicwe atu cura oe eee $175,644 $89,094 Se TONS Role AS eoeAli33aa Ss —  $ 2,000,732 
Income (loss) from operations .... (59,505) 1,956 (442,199) (498,405) (16,894) (199,005) (1,214,052) 
Income (loss) from operations 

excluding special charges ....... (2,426) 1,956 21,933 SST (LOl7 7.6) (60,013) (41,175) 
Totaltassets FA ee? sie Ro 168,659 80,091 1,170,583 279,685 15,043 (566,382) 1,147,679 
Depreciation and amortization..... 8,737 3,607 47,328 31,759 1,133 8,283 100,847 
Capitallexpenditures merrier 5,020 3,985 23,306 25,620 3,200 787 61,918 
EGuityaInVeSstincn tS nen ian arnt — — 7,766 SKS — _— 11,542 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


22. Segmented Information (in thousands) (continued) 


1997 
Industrial Corporate 
By-Products Utilities Outsourcing Ferrous and 
Recovery Management Services Services IMS Eliminations Total 

RGVENU Cire a cen eRe aE $191,099 $28,550 Seem 21249) eo) 21310 es — $1,180,946 
Income (loss) from operations ..... (72,645) 1,034 16,727 34,636 (19,161) (16,767) (56,176) 
Income (loss) from operations 

excluding special charges........ 4,785 1,034 40,595 39,710 3,933 (10,767) 79,290 
ihotalgassets pea aat..c: SSA: 2RES 28 243,075 514197 1,578,188 1,002,085 18,809 (226,376) 2,666,978 
Depreciation and amortization ..... 11,778 1,367 21,178 10,356 LSet 9,563 554/53 
Capital expenditures. . sas-86).. oe 8,599 4,049 15,020 15,670 4,696 15,460 63,494 
Equity investments... eee ne oee — a 32,812 2,961 _— — 35773 

1996 
Industrial Corporate 
By-Products Utilities Outsourcing Ferrous and 
Recovery Management Services Services IMS _ Eliminations Total 

REVEDUC. POR S: cc See oh BRB AY. $163,488 $ 1,336 Sy9 2S S85) 695720) 1 $6;533.5$ — $333,232 
Income (loss) from operations .......... 4,050 15 1,956 3,991 1,039 (14,427) (3,376) 
MotalsassctSmewp sor eawa eee eee eee 231,981 22,099 120,041 148,839 4,442 291,827 819,229 
Depreciation and amortization .......... 10,365 120 4,134 1,110 282 6,852 22,863 


Capitalvexpendituresme eer eerie 11,345 162 11,657 6,397 812 10,643 41,016 
EQUA YIEL VCS EGC 11 S eeeeg eee ere ee — == ae: — as LZ Las 


The geographical segmentation of the Company’s business is as follows: 


1998 1997 1996 
Long-Lived Long-Lived Long-Lived 
Revenue Assets Revenue Assets Revenue Assets 
Canada g ace ayo: peer © es Coens nh Biss sis $157,309 $ 239,505 $164,072 $148,196 $129,152 
inited*Statesteenc rere meter 1,556,962 287,682 839,948 401,333 185,036 101,013 
UL OPC garry) «deme ncher-y oe esa cgrkc eae ogsgce nse 110,432 64,713 101,493 74,182 — 25,830 


$2,000,732 $509,704 $1,180,946 $639,587 $333,232 $255,995 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


23. Unaudited Quarterly Financial Data (in thousands except per share amounts) 


The table below sets forth consolidated operating results by fiscal quarter for the years ended 
December 31, 1998 and 1997. The quarterly financial statements have been restated to reflect as discontinued 
operations, the Non-Ferrous and Copper operations of the Metals Services business as described in Note 5. 


Revenue 
Operating expenses 
Special (charges errs. = or eerste eee 
Selling, general and administrative costs 
Depreciation and amortization 


Income (loss) from operations......... 
Interest expense 
Other income and expense - net 


Earnings (loss) from continuing 
Operations betorentaxes ee eer rere 
Income taxes 


Earnings (loss) from continuing 
Operationsim-miemeeiase ae Ie CER. 
Discontinued operations (net of tax) ... 


Net earning (loss) 


Basic earnings (loss) per share 
Continuing operations 
Discontinued 


Diluted earnings (loss) per share 
Continuing 2856s pee See 
Discontinued 


1998 1997 

First Second Third Fourth First Second Third 
Quarter Quarter Quarter Quarter Quarter Quarter Quarter 
$547,675 $573,598 $ 449,787 $ 429,672 $151,084 $201,173 $351,584 
453,384 479,640 374,380 412,940 123,382 155,033 266,587 
= _ 356,633 753,244 — — — 
50,272 61,288 115,185 56,971 19,472 18,383 30,012 
D523 26,029 26,839 22,456 7,306 7,969 15,601 
18,496 6,641 (423,250) (815,939) 924 19,788 39,384 
15,015 18,633 20,673 23,509 Syl 5,340 10,231 
(165129) — (2,336) 19,191 374) Geis) (676) (1,290) 
19,610 (9,656) (463,114) (837,074) (1,472) 15,124 30,443 
5,389 (7,140) S222 6,776 (1,484) 3,687 8,568 
14,221 (2,516) (500,336) (843,850) 12 11,437 21,875 
(14,786) (70,497) (145,063) (24,045) 6,376 (3,951) (2,412) 


SM OIE S MOODS Se 81S) P(OA4 est ee TRO TOTS) e024NCS 
$2 (O11), $ (0.54), $ ..(1-11) S, .(0.18) 584 -90,09s0 $m (0.05), $4:0.03) 09 
Geet §) (0:56) Srter(4. 92) Seee(6:62) 4S 91110.09 nS ee Oil dine Sty O12 FS 
$0.11 S$) (002) 4 (381) Seu (644 Sut BeemnS, ExOolSH SlAnO2 AMS 
$ (0.11) $ (0.54) $ (111) $ (0.18) $ 0.09 $ (0.05) $ (0.03) $ 
SMa ee KO, 56a Sal (4.92) a buen (6-62) 9 RiEO.09 po uemeel Or ASIN O 21 aS 


24. Subsequent events (in thousands) 


Fourth 


Quarter 
$ 477,105 


387,273 
135,466 
45,761 


24,877 


(116,272) 
14,794 


(8,987) 


(122,079) 


(28,233) 


(93,846) 


(65,758) 


(0.79) 


(0.55) 
(1.34) 


(0.79) 


(0.55) 
(1.34) 


On March 26, 1999, the Company announced that it had entered into a definitive agreement to sell its 
68% interest in Philip Utilities Management Corporation for net proceeds of approximately $67,000 in cash. 
The proceeds of the disposition will be used to pay down the Company’s outstanding debt under the Credit 
Agreement. Under the terms of Lock-up Agreement, if the Company completes the sale of Philip Utilities 
Management Corporation, the senior secured debt of the restructured Company will be reduced from 


$300,000 to $250,000. 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING 
AND FINANCIAL DISCLOSURE 


None. 
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PART Ill 


ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 


Directors and Executive Officers 


The name, age and position of each of the directors and executive officers of the Company as of the date 


hereof are as follows: 


Name and Municipality of Residence Age 
ROY CAIRNS fi coc as Gao eee 74 
St. Catharines, Ontario 

HAROLD FIRST J oe een ra 62 
Fairlawn, New Jersey 

ALLENSERACASSL jhe ottobre 46 
Ancaster, Ontario 

PETER: GREEN® | ace oe ee eee 61 
Campbellville, Ontario 

WILLIAM Be HAYVNES@e = ace sree Ss) 
Houston, Texas 

ROBERT Le KNAUSS ace ee 68 
Houston, Texas 

FELIX? PARDO: Set ce arc aoe one ee ae 61 
Cambridge, Massachusetts 

HARTLAND! AS RIKER Seren ie renee: 70 
Cambridge, Massachusetts 

DERRICKAROLFE. She es ee 44 
Toronto, Ontario 

ARNOLD'S. tLENNE Yer ee e ee ee 56 
Downsview, Ontario 

HERMANSLURKSTR Awe eee 65 
Hamilton, Ontario 

AYMAN’ GABARING 5c 2 ge fora terete aoe 34 
London, England 

WiIBLIAM- HUMENURK@s. « cca ie een ae. a 
Philadelphia, Pennsylvania 

GENEMIANNAZZO.. oc e) ose eee 2 
Cleveland, Ohio 

ANTONIO? PINGUBG caer. 2: ae ek 49 
Niagara Falls, Ontario 

GOLIN SOULERAs toon wen ee eee 43 
Toronto, Ontario 

ALEC. FHOMASOM 2 cps eho soe rie ee eee 51 
Houston, Texas 

PHILLIP A VV TDM AN Gen ce ae ree ee ee 44 


West Simsbury, Connecticut 
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Position with Philip 


Director 

Director 

Interim Chief Executive Officer and Director 
Director 

Director 

Chairman and Director 

Director 

Director 

Director 

Director: 

Director 

President, Philip Services (Europe) Limited 
Executive Vice President and Chief Administrative 
Officer 

President, Metals Services Group 

Executive Vice President, Corporate and 


Regulatory Affairs 


Executive Vice President, General Counsel and 
Corporate Secretary 


President, Industrial Services Group 


Executive Vice President and Chief Financial 
Officer 


Mr. Cairns has been a director of Philip since December 1990. For more than five years, Mr. Cairns has 
been counsel to, and was previously a partner with, Chown, Cairns, a law firm. Mr. Cairns is a director of 
Jumbo Video Limited. 


Mr. First has been a director of Philip since November 1998. From December 1990 to January 1993, 
Mr. First was the Chief Financial Officer of Icahn Holding Corp. He is currently on the boards of directors of 
Tel Save.com, PANACO Inc. and Cadus Pharmaceuticals Corporation. 


Mr. Fracassi was the President and Chief Executive Officer of Philip from December 1990 until his 
appointment as Executive Vice Chairman on May 6, 1998. On November 20, 1998, Mr. Fracassi resigned 
from the position of Executive Vice Chairman and was appointed Interim Chief Executive Officer. He has 
been a director of Philip since December 1990. 


Mr. Green has been a director of Philip since June 1998. He has served on 27 boards of directors for 
companies based in Canada, the U.S., the U.K. and elsewhere. Since 1996, he has been Chairman of Patheon 
Inc., a pharmaceutical manufacturing services company and Chairman of the Board of Trustees of the 
Superior Propane Income Fund. From 1994 to 1996, Mr. Green was the Chief Executive Officer of Cuddy 
International Corporation. Mr. Green is a director of Arbor Memorials Inc. and Gore Mutual Insurance 
Company. 


Mr. Haynes has been a director of Philip since August 6, 1997 and from June 1996 to July 31, 1997 was a 
director of Allwaste, Inc. Since 1997, he has been the Chairman, Chief Executive Officer and director of 
Innovative Valve Technologies, Inc. (“Invatec’’), a publicly traded industrial valve repair and distribution 
company in which Philip owns a minority equity interest. He was the President and Chief Executive Officer of 
The Safe Seal Company Inc. from 1996 to October 1998, a company which merged into a subsidiary of 
Invatec. He served as the President and Chief Executive Officer of LYONDELL-CITGO Refining Company 
Ltd. from July 1992 to December 1995. 


Mr. Knauss has been a director of Philip since August 6, 1997 and was appointed Chairman of Philip on 
May 6, 1998. He was a director of Allwaste, Inc. from March 1988 to July 1997. Since 1994, he has been the 
Chief Executive Officer and Chairman of Baltic International U.S.A., Inc., an aviation investment company. 
He is a director of the Mexico Fund, Inc., an investment fund based in Mexico City, and Equus II, Inc., an 
investment fund based in Houston, Texas. Mr. Knauss served for twelve years as the Dean and Distinguished 
University Professor at the University of Houston Law Center. 


Mr. Pardo has been a director of Philip since March 1994. He was the Chief Operating Officer of the 
Company from March 5, 1998 until his appointment as President and Chief Executive Officer of Philip on 
May 6, 1998 which position he held until October 1998. From May 1992 to March 1998, Mr. Pardo was the 
President and Chief Executive Officer of Ruhr-American Coal Corporation. Mr. Pardo is a director and 
Chairman of Dyckerhoff Inc., a building materials company, and a director of PANACO Inc. and Innovative 
Value Technologies, Inc. 


Mr. Riker has been a director of Philip since June 1998. Since September 1997, he has been a Trustee of 
the Arthur D. Little School of Management and since 1988, a Trustee of the Arthur D. Little Employee 
Shareholders Trust. He was a Senior Vice President of Arthur D. Little Inc., a management consulting firm, 
from 1984 to 1995 and was President and Chairman of Arthur D. Little International, Inc. from 1984 to 1995 
which company oversaw Arthur D. Little, Inc.’s operations in Europe, the Middle East, Africa, Latin America 
and Asia. From 1984 to 1995, Mr. Riker served as Chairman of Cambridge Consultants, Ltd., a research, 
development and technology company. 


Mr. Rolfe has been a director of Philip since January 1991. Since 1992, Mr. Rolfe has been the President 
and Chief Executive Officer of RM Capital Corporation, an investment company. Mr. Rolfe is a director of 
Consolidated Envirowaste Inc., an organic waste processing company. 


Mr. Tenney has been a director of Philip since November 1998. For more than five years, he has been the 
President, Chief Executive Officer and director of ARC International Corporation, a company which develops, 
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constructs and operates ice rink facilities. Mr. Tenney is Chairman of Ballantyne of Omaha, Inc. and 
Chairman of Cabletel Communications Corp. 


Mr. Turkstra has been a director of Philip since September 1996 and has been an associate of Turkstra, 
Mazza, Associates, a law firm, since 1959. 


Mr. Gabarin has been President, Philip Services (Europe) Limited since January 1997. Prior to that he 
was Vice President, Corporate Development of Philip Services Corp. from 1994 to January 1997. 


Mr. Humenuk has been the Executive Vice President and Chief Administrative Officer of Philip since 
June 1998. Prior to that, he was a partner with Dechert Price & Rhoads, a law firm that Mr. Humenuk was a 
member of from 1967. Mr. Humenuk is a director of The UAM Fund, Inc., UAM Funds Trust and UAM 
Funds II, Inc. 


Mr. Iannazzo has been President, Metals Services Group since November 1998. Prior to that he was the 
Executive Vice President of Philip’s aluminum division from December 1997. Prior to that he was President 
and Chief Executive Officer of Allmet Technologies from September 1994 to September 1997. 


Mr. Pingue has been the Executive Vice President, Corporate and Regulatory Affairs since May 1997. 
Prior to that he was the Senior Vice President, Corporate & Government Affairs of Philip from March 1995. 
Prior to that, he was the Senior Vice President, Environmental Services and Regulatory Affairs of the 
Company from January 1994. 


Mr. Soule has been the General Counsel of Philip since October 1991, was appointed Corporate 
Secretary of Philip in January 1992, was appointed Senior Vice President of Philip in May 1994 and Executive 
Vice President of Philip in May 1997. 


Mr. Thomas has been President, Industrial Services Group since August 1998. Prior to that he was Chief 
Operating Officer, Industrial Services Group from January 1998 and Senior Vice President, Northeast Region 
from 1997. Prior to that, he was the Chief Operating Officer of the environmental services division of the 
Company from June 1996 and manager of the Company’s remediation program from May 1995. From 1969 to 
May 1995, he was the President and Chief Executive Officer of Thomas Environmental Management Inc. 


Mr. Widman has been the Executive Vice President and Chief Financial Officer of Philip since July 
1998. For eleven years prior to that, he worked with Asea Brown Boveri Inc. and was the Vice President and 
Chief Financial Officer from 1996 to June 1998, the Vice President, Finance and Control, ABB, Power Plant 
Business, during 1996 and the Vice President, Finance and Materials Management for ABB Traction, Inc. 
from 1994 to 1996. 


Section 16(a) Beneficial Ownership Reporting Compliance 


Section 16(a) of the Securities Exchange Act of 1934, and its rules and regulations thereunder require 
the Company’s executive officers and directors, and persons who beneficially own more than 10% of a 
registered class of the Company’s equity securities, to file reports of ownership and changes of ownership with 
the Securities and Exchange Commission. Copies of those reports are to be furnished to the Company. Based 
solely on its review of copies of the reports received by it, or written representations from certain reporting 
persons, the Company believes that during 1998 all such filing requirements were satisfied on a timely basis. 
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ITEM 11. EXECUTIVE COMPENSATION 


The table below sets forth the compensation in respect of each of the last three fiscal years earned: by each 
person that held the position of President and Chief Executive Officer during 1998, the four other most highly 
compensated executive officers of the Company during 1998 and two additional individuals who served the 
Company as an executive officer for part of 1998 but were not serving the Company as executive officers as at 
December 31, 1998 (collectively, the ““Named Executive Officers”’). 


Name and Principal Position 


ALLEN FRACASSI(3)...... 
Interim Chief 
Executive Officer 


HEUEXSPARDO (6) i ooc een os 
President and Chief 
Executive Officer 


JACK McGREGOR(7) 
Interim Chief Executive Officer 
and Chief Restructuring Officer 


AYMAN GABARIN 
President, Philip Services 
(Europe) Limited 
COBINSSOULE Vs fitter e.: 
Executive Vice President, 
General Counsel and Corporate 
Secretary 


WILLIAM HUMENUK(9) .. 
Executive Vice President and 
Chief Administrative Officer 


PHILLIP WIDMAN(10)..... 
Executive Vice President and 
Chief Financial Officer 


PHILIP FRACASSI(11) ..... 
President, Metal Services Group 


Oh CO S60. 


ROBERT CHISTE(12) 
Executive Vice President 


NOTES: 


Summary Compensation Table(1) 


1998 


1998 
1997 
1996 


1998 
1997 
1996 


1998 


1998 


1998 
he ae 
1996 


1998 
1, 


Annual Compensation 


539,447 
559,910 
365,043 


421,795 


291,025 
206,772 
110,027 


224,395 
216,606 
154,072 


191,154 


154,167 


202,293 
419,933 
2920055 


170,284 
138,262 


Other 
Annual 
Bonus Compensation (2) 
($) (S$) 
— 23,612(4) 
a 19,438(4) 
584,070 32,590(4) 
= 335,000(8) 
54,000 - 
18,338 — 
150,000 -— 
220,054 a 
95,577(9) a 
150,000(10) ee 
438,052 o 
448,515 — 


Long-Term Compensation 


Securities 
Underlying 


All Other 


Options/SARS Compensation(s) 


400,000 
75,000 


700,000 


30,000 
7,500 


100,000 
250,000 
60,000 


300,000 


300,000 


300,000 
75,000 


100,000 
100,000 


($) 


4,552(5) 
4,724(5) 
3,468 (5) 


515,625(6) 


19,956(5) 
270(5) 
3,301 (5) 


4,552(5) 
4,874(5) 
4,622(5) 


1,218,062(11) 
4,724(5) 
4,724(5) 


3,789,034 (12) 
1,824,480(13) 


(1) All amounts not paid in U.S. dollars have been converted to U.S. dollars based upon the average 
exchange rates for Canadian dollars per $1.00 for the years ended December 31, 1998, December 31, 
1997 and December 31, 1996 of $1.4833, $1.3850 and $1.3633, respectively. 


(2) Except as noted, perquisites and other personal benefits do not exceed the lesser of $50,000 and 10% of 
the total annual salary and bonus of the Named Executive Officers. 
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(3) 


(4) 


(5) 
(6) 


(7) 


(8) 


(9) 


(10) 


(11) 


(12) 


(13) 


Allen Fracassi resigned from the position of President and Chief Executive Officer on May 6, 1998, was 
appointed Executive Vice Chairman on the same date and held this position until his appointment as 
Interim Chief Executive Officer on November 20, 1998. 


Represents imputed interest benefit on housing loan. 
Represents Company’s contribution to retirement savings plan or registered pension plan. 


Felix Pardo held the position of Chief Operating Officer from March 5, 1998 until his appointment as 
President and Chief Executive Officer on May 6, 1998. He held that position until his resignation on 
October 13, 1998. The Company and Mr. Pardo entered into a severance agreement whereby the 
Company agreed to pay Mr. Pardo $1.5 million over time. To the date hereof, the Company has paid 
Mr. Pardo $515,625. The Company has ceased making the required monthly payments under the 
severance agreement. At no other time was Mr. Pardo an executive officer or employee of Philip. 


Jack McGregor held the position of Interim Chief Executive Officer from October 13, 1998 to 
November 20, 1998. He was the Chief Restructuring Officer of Philip from October 13, 1998 to 
January 4, 1999. At no other time was Mr. McGregor an executive officer or employee of Philip. 


Represents consulting fees paid to Jay Alix & Associates, Inc. for the services provided by Jack 
McGregor to Philip. 


William Humenuk commenced employment with Philip on June 15, 1998. Pursuant to the terms of his 
employment agreement, Mr. Humenuk received a bonus in 1998 in the amount of $95,577 as an 
inducement to accept employment with Philip. 


Phillip Widman commenced employment with Philip on July 13, 1998. Pursuant to the terms of his 
employment agreement, Mr. Widman received bonuses in 1998 of $150,000 as an inducement to accept 
employment with the Company and to compensate Mr. Widman for benefits lost as a result of his 
terminating his employment with his former employer. 


Philip Fracassi resigned from the position of President, Metals Services Group, on June 30, 1998. The 
Company and Mr. Fracassi entered into a severance agreement and pursuant thereto the Company 
agreed to pay Mr. Fracassi $1,213,510 plus approximately $33,709 representing other obligations of the 
Company. The Company has paid Mr. Fracassi the amount of $1,213,510 but has ceased making 
payments on other amounts due to Mr. Fracassi. The amount of $4,552 represents the Company’s 
contribution to retirement savings plan or registered pension plan. 


Mr. Chiste commenced employment with Philip effective August 1, 1997 as President, Industrial 
Services Group, a position he held until March 16, 1998 when he was appointed Executive Vice 
President of Philip. He resigned on May 6, 1998. The Company and Mr. Chiste entered into a severance 
agreement whereby the Company agreed to pay Mr. Chiste $1.357 million over time. To the date hereof, 
the Company has paid Mr. Chiste $885,294. The Company has ceased making the required monthly 
payments under the severance agreement. Mr. Chiste also received in 1998 a payment of previously 
deferred salary in the amount of $1,254,787 and a change of control payment in the amount of 
$1,648,953 pursuant to agreements which were triggered by the acquisition by Philip of Allwaste, Inc. 


Represents a change in control payment pursuant to agreements which were triggered by the acquisition 
by Philip of Allwaste, Inc. 
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Stock Options 


The table below sets forth the options granted to the Named Executive Officers under the Company’s 
stock option plans during the fiscal year ended December 31, 1998. 


% of Total 
Number of Options Granted 
Securities Underlying to Employees in Exercise or Grant Date 
Name Options Granted(1) Fiscal Year(2) Base Price Value (3) Expiration Date 
(#) (Cdn$/Security) (Cdn$/Security) 


ALLEN FRACASS( eee eee -- oe = = - 
FEEDXCPARDOIWP a. s2erekoneee. 700,000 31.0% (4) (4) (4) 
JTACKSMcGREGOR@ een _ — = — _ 


COLINSOULE Why We. 2. AE 100,000 4.0% 397 3.97 Aug. 10, 2008 
WILLIAM HUMENUK....... 300,000 13.0% 6.60 5.40 Jun. 2, 2008 
PHILLIP WIDMAN .......... 300,000 13.0% 6.60 5.40 Jun. 2, 2008 
PHILIPIERA CASS ehiructtas tee — a cs = at 
ROBERT CHIS TERA 26 to fen 100,000 4.0% 14.65 6.60 Feb. 16, 2008 
NOTES: 


(1) The Company’s employee stock option plans provide for the granting of stock options to purchase 
common shares of the Company to employees and directors of the Company at the discretion of the 
Board of Directors. All options are subject to certain conditions of service and the provision of a non- 
competition agreement. Options granted to the Named Executive Officers in fiscal 1998 vest in equal 
annual amounts over 3 years from the date they were granted except for the options granted to Robert 
Chiste which vested fully on June 24, 1998, and the options granted to Felix Pardo which fully vested on 
October 13, 1998. 


(2) A total of 2,277,500 options were granted under the Company’s employee stock option plans during the 
fiscal year ending December 31, 1998. 


(3) The Grant Date Value is equal to the closing price of the Company’s common shares on The Toronto 
Stock Exchange on the last trading day preceding the date of grant. 


(4) Mr. Pardo received 3 stock option grants during 1998. The number of securities underlying the grants 
equal 250,000, 250,000 and 200,000 for a total of 700,000. The exercise price is Cdn$17.95, Cdn$14.50 
and Cdn$6.60 respectively, the grant date value is Cdn$17.95, Cdn$14.50 and Cdn$5.40, respectively, 
and the expiration dates are March 1, 2008, March 6, 2008 and June 2, 2008, respectively. 


The table below sets forth each exercise of options during the fiscal year ended December 31, 1998 by the 
Named Executive Officers. 
Number of Securities 


Securities Aggregate Underlying Unexercised Value of Unexercised 
Acquired Value Options at in-the-Money Options at 
Name on Exercise Realized December 31, 1998 December 31, 1998(1) 
sd bi Exercisable/ Unexercisable Exercisable/ Unexercisable 
(#) (Cdn $) 
ALLEN FRACASSI(2) ....... — — 269,444/205,556 0/0 
BE LIZ PARDO sos. pelts oh bate a — 735,000/0 0/0 
JACK McGREGOR........... a= — 0/0 0/0 
AYMAN GABARIN.......... — — 28,333/21,667 0/0 
COLUNES QUILL E ct. cid. iret: — — 213,611/231,389 0/0. 
WILLIAM HUMENUK....... — — 0/300,000 0/0 
PHILLIP WIDMAN joe dn cetone _ — 0/300,000 0/0 
PHILIP FRACASSI(3) ....... — — 375,000/0 0/0 


ROBERT) CHIS DT Bava. renegaa 4 — — 748,739/0 0/0 
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NOTES: 


(1) The closing price of the Company’s common shares on The Toronto Stock Exchange on December 31, 
1998 was Cdn$0.45. 


(2) Allen Fracassi holds an additional 389,031 exercisable options to acquire common shares of the Company 
which were granted to him in connection with his sale to the Company in 1990 of his interest in Philip 
Environmental Company. 


(3) Philip Fracassi holds an additional 387,355 exercisable options to acquire common shares of the 
Company which were granted to him in connection with his sale to the Company in 1990 of his interest in 
Philip Environmental Company. 


Compensation of Directors 


Each director of the Company who is not a salaried officer or employee of the Company is paid an annual 
fee of $25,000 and a fee of $1,000 per meeting (including committee meetings) attended. Historically, each 
director, when first appointed to the Board of Directors, receives a one time award of 20,000 options to acquire 
common shares of the Company. The options are granted at an exercise price equal to the closing price of the 
common shares on The Toronto Stock Exchange on the last trading day preceding the date of the grant and 
vest over a period of three years from the date of the grant. Awards were not made in favour of Harold First 
and Arnold S. Tenney upon their respective appointments to the Board of Directors in November 1998 
because no options were available for grant. For acting as Chairman of the Board of Directors during part of 
1998, Howard L. Beck was paid a fee of $42,144. On May 6, 1998, Mr. Beck resigned. from the position of 
Chairman and Director of Philip. On May 6, 1998, Robert Knauss was appointed Chairman of the Board of 
Directors and with respect thereto, was paid a fee of $97,885 during 1998. During 1998, the Company engaged 
Mr. Knauss and Mr. Rolfe to provide services and advice on the Company’s financial restructuring. For such 
services, Mr. Knauss was paid $60,000 and Mr. Rolfe was paid $80,000. 


Employment Agreements 


The Company has entered into employment agreements with each of the Named Executive Officers who 
are currently employed by the Company (the “Current Named Executive Officers”). The agreements set 
forth the benefits to which a Current Named Executive Officer would be entitled in the event of termination 
without cause before or after an event which gives rise to a change of control of the Company or in the event of 
a change in the executive’s responsibilities, title, authority or compensation after an event which gives rise to a 
change of control of the Company. In the event of termination without cause prior to a change of control, 
Allen Fracassi, Colin Soule and Phillip Widman would be entitled to a severance payment equal to two times 
his base salary plus two times the annual average bonus and cash value of benefits earned by him in the 
previous two years. Mr. Humenuk would be entitled to a severance payment equal to the greater of two times 
his base salary plus two times his annual average bonus and cash value of benefits earned by Mr. Humenuk in 
the previous two years and a payment equal to the balance of the salary and bonuses he is entitled to for the 
remainder of the term of his employment contract which expires on June 14, 2002. Mr. Gabarin would be 
entitled to a severance payment equal to two times his base salary plus two times the annual average bonus 
and cash value of benefits earned by him in the previous two years, plus an amount determined pursuant to the 
standard employee redundancy policy of Philip Services (Europe) Limited. In the event of termination 
without cause after a change of control or in the event of a change in the Current Named Executive Officer’s 
responsibilities, title, authority or compensation within two years after a change in control, a Current Named 
Executive Officer would be entitled to a severance payment equal to three times his base salary plus three 
times the annual average of the bonus and cash value of benefits earned by the Current Named Executive 
Officer in the previous two years. Mr. Gabarin’s employment contract does not include a charge of control 
provision. In addition, stock options granted to a Current Named Executive Officer would fully vest on 
termination and would remain exercisable until the expiry of the original term of such options. 
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Directors’ and Officers’ Liability Insurance 


The Company provides insurance for the benefit of directors and officers of the Company against liability 
incurred by, arising from or against them for certain of their acts, errors or omissions. These policies provide 
maximum coverage in any one policy year of an aggregate of $100,000,000 subject to a $500,000 deductible. 
In the last completed fiscal year the total premium for directors’ and officers’ liability insurance was 
$1,009,016. The premiums for the policy are not allocated between directors and officers as separate groups. 


ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 
Stock Ownership of Directors and Executive Officers 


The following table sets forth certain information regarding the beneficial ownership of the common 
shares of the Company as of April 15, 1999 by (i) each director of the Company, (ii) the executive officers of 
the Company, and (iii) all current directors and executive officers of the Company as a group. 


Number of Shares Percentage of Shares 

Directors and Executive Officers (1) (2) Beneficially Owned Beneficially Owned 
Royi@airns GC, .AMOUIG 42014 ASYOMNLS JO.OREI9RS Sit BOT. Sey 933,889 * 
Harold First... .. €V80. 70. G00 QURRIOIOS Od, ie ASHI. egOuie 0 * 
Allentkracassi (4 )ittroicee. thes aceabcidton seemen cal tosidiaeslvemete ¢ 2,989;297 1.9% 
Petem(sreen(® ) disvectes: aos. onunioveas dete Rat dasic ting af ¢ 0 si 
William bnkiaynes (©) evans. bebe, Seeueting. £ Nettie et. bine Ceram 8,822 ? 
Robertel ;Knauss@/ Ji. noc.anteowst: bearer eet pewatle oa: adersime 66,459 yi 
POMEL Ado CO) te eee Oe ee ee Se eee ee 739,000 . 
DarlandeA. Riken( Oy 0e) 20 Tae ne TT fn mn ene cient eee ene ee oe 2,000 - 
Derrick offe (il) facia. soyelqune 20. SeISES. o8l meg -aldeueel. ¢ 33,889 x 
Arnold, S,aiemnéy «isthos. sidexisiex soto etl, saengeeh tani: acu.0 - 
Hermanalurksira (LI) warden. a df icertererad Neectaic oithe watered senate bi 53,548 ie 
AymaniGabarin (12). 440 ia. one oe aa eS ak ei eR! re Ba 33,203 ‘ 
Weer SPR CARI (G13) sy dea cite aig a Ui cos ek cata: 500 fe 
CENCE LAZOMILA Re Broce ot taue oy res. Ree Rent een te Cetra eee 13,700 
PRI TOMIOM IOC ME (LO) Nevers cu: a4 nc Perat die, cee epee onsen ane hone 280,278 a 
COMES OOS LG) mrearic tote es. alee sepa ee Oe Maran peas ren eRe 265,278 . 
Aleeshhomas GU] )wen(d.coceesioe: boa astiswese wehoaiarcbelaotint 38,749 : 
Phillip Wadman(l8jies. saiheciesuc ol. de ee. ages ors. caen. vt 0 ‘ 
All Current Directors and Executive Officers as a Group 

ig: Noha aS) 18 10009 eget et aetna Rem eS AAAs oA ie. MPa Sara sete aoe a Pe 5,058,632 4% 


* Indicates less than 1.0%. 
NOTES: 


(1) A person is deemed to be the beneficial owner of securities that can be acquired by such person within 
60 days from April 15, 1999, whether pursuant to the exercise of options, conversion of securities or 
otherwise. Each beneficial owner’s percentage of ownership is determined by assuming that options to 
purchase common shares of the Company that are held by such person and which are exercisable within 
60 days of April 15, 1999 have been exercised. Unless otherwise noted in the footnotes below, the 
Company believes all persons named in the table have sole voting power and investment power with 
respect to all common shares of the Company beneficially owned by them. Options to acquire common 
shares of the Company which vest after 60 days after April 15, 1999 are indicated separately in the notes 
that follow. 


(2) The address of each of the directors and executive officers is 100 King Street West, P.O. Box 2440 
LCD1, Hamilton, Ontario, Canada L8N 4J6. 
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(3) Includes 33,889 common shares issuable upon the exercise of employee stock options. Does not include 
6,111 common shares subject to options which are not exercisable within 60 days. 


(4) Includes 737,642 common shares issuable upon the exercise of employee stock options. Does not include 
126,389 common shares subject to options which are not exercisable within 60 days. 


(5) Does not include 20,000 common shares subject to options which are not exercisable within 60 days. 


(6) Includes 6,666 common shares issuable upon the exercise of employee stock options. Does not include 
13,334 common shares subject to options which are not exercisable within 60 days. 


(7) Includes 56,666 common shares issuable upon the exercise of employee stock options. Does not include 
113,334 common shares subject to options which are not exercisable within 60 days. 


(8) Includes 735,000 common shares issuable upon the exercise of employee stock options. 
(9) Does not include 20,000 common shares subject to options which are not exercisable within 60 days. 


(10) Includes 33,889 common shares issuable upon the exercise of employee stock options. Does not include 
6,111 common shares subject to options which are not exercisable within 60 days. 


(11) Includes 32,222 common shares issuable upon the exercise of employee stock options. Does not include 
7,778 common shares subject to options which are not exercisable within 60 days. 


(12) Includes 29,583 common shares issuable upon the exercise of employee stock options. Does not include 
20,417 common shares subject to options which are not exercisable within 60 days. 


(13) Does not include 300,000 common shares subject to options which are not exercisable within 60 days. 


(14) Includes 10,000 common shares issuable upon the exercise of employee stock options. Does not include 
20,000 common shares subject to options which are not exercisable within 60 days. 


(15) Includes 280,278 common shares issuable upon the exercise of employee stock options. Does not include 
79,722 common shares subject to options which are not exercisable within 60 days. 


(16) Includes 265, 278 common shares issuable upon the exercise of employee stock options. Does not 
include 179,722 common shares subject to options which are not exercisable within 60 days. 


(17) Includes 31,249 common shares issuable upon the exercise of employee stock options. Does not include 
83,751 common shares subject to options which are not exercisable within 60 days. 


(18) Does not include 300,000 common shares subject to options which are not exercisable within 60 days. 


Security Ownership of Certain Beneficial Owners. 


Based upon publicly available information filed with the Securities and Exchange Commission, no person 
other than those listed below beneficially owns more than 5% of the outstanding common shares of the 
Company as of April 15, 1999. 


Number of Percentage of 
Name and Address Common Shares Held Outstanding Common Shares 
@arl:Galcahnythrovgh eee eee en 18,455,200 14% 


High River Limited 
Partnership and Riverdale LLC 
767 Sth Avenue 

47th Floor 

New York, N.Y. 10153 


ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 


In connection with the December 1993 acquisition of Nortru, Inc. (““Nortru”) from Norman Foster, a 
director of the Company from January 17, 1994 to June 25, 1998, the Company entered into a non- 
competition and retention agreement with Mr. Foster, pursuant to which the Company agreed to pay 
Mr. Foster an aggregate of $7 million. A payment of $1.4 million was made in January 1998 and the final 
payment of $1.4 million was due on December 31, 1998. As of the date hereof, the final payment has not been 
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paid. During 1998, the Company paid $377,000 in rental payments to Mr. Foster or entities which he controls 
or has an ownership interest in for properties utilized by the Company in the operation of its business. 


During 1998, the Company paid approximately $1.7 million to Cole Carriers Corp. (‘Coles’), a 
commercial trucking company owned by Allen Fracassi, an officer and director of the Company, and Philip 


Fracassi, a former officer and director of the Company, for truck transportation services rendered by Coles to 
the Company. 


The law firm of Turkstra, Mazza, Associates, of which Herman Turkstra, a director of the Company, is 
an associate, provided services to the Company in 1998. Fees paid to the firm in 1998 totalled $256,699. 


On October 13, 1998, Philip entered into an Agreement with Jay Alix & Associates, Inc. (“Jay Alix”) 
whereby Jay Alix agreed to provide to Philip restructuring and financial consulting services. Jack McGregor, 
the Interim Chief Executive Officer of Philip from October 13, 1998 to November 20, 1998, was a partner of 
Jay Alix. During 1998, Philip paid a total of $847,205 in fees to Jay Alix of which $335,000 represents services 
provided by Jack McGregor. 


The law firm of Dechert Price & Rhoads, of which William Humenuk was a partner until his 
appointment as Executive Vice President and Chief Administrative Officer of the Company on June 15, 1998, 
provided services to the Company in 1998. Fees paid to the firm in 1998 totalled $542,993. 


As at April 15, 1999, the aggregate amount of indebtedness due to the Company from all current or 
former officers, directors and employees was $481,830, consisting of the outstanding balance of a loan made to 
Allen Fracassi, the Interim Chief Executive Officer of the Company, for the purpose of purchasing a home. 
The loan is unsecured, non-interest bearing and payable on demand. 


Indebtedness of Directors, Executive Officers and Senior Officers 
As at April 15, 1999, the aggregate amount of indebtedness (other than routine indebtedness) due to the 


Corporation from all current or former officers, directors and employees was $481,830. 


Table of Indebtedness of Directors, Executive Officers and Senior Officers 


Largest Amount 
Outstanding During 


Involvement of Fiscal Year Ended Amount Outstanding 
Name and Principal Position Issuer or Subsidiary December 31, 1998 as at April 15, 1999 
AULEINERRIN@ASSICIN(2) «cacnaenen 
Interim Chief Executive Officer Lender $515,000(3) $481,830(3) 
NOTES: 


(1) The loan was made for the purpose of purchasing a home, is unsecured, non-interest bearing and is due 
on demand. 


(2) Allen Fracassi resigned from the position of President and Chief Executive Officer on May 6, 1998, was 
appointed Executive Vice Chairman of Philip on same date and held that position until his appointment 
as Interim Chief Executive Officer on November 20, 1998. 


(3) The difference in values as expressed in U.S. dollars between the largest amount outstanding during 1998 
and the amount outstanding as at April 15, 1999 is solely due to the fluctuating exchange rates of the 
Canadian dollar. At all times during 1998 and as at April 15, 1999, the loan was Cdn$737,200. 


77 


PART IV 


ITEM 14. EXHIBITS, FINANCIAL STATEMENTS SCHEDULES AND REPORTS ON FORM 8-K 
Item 14(a)1. List of Financial Statements 


The following consolidated financial statements of the Company are filed as part of this Form 10-K. 


Report Name Page No. 
Report of, Deloitte ’& Touche; Independent Auditors ic. xaos cw). ato Atle es | eee 40 
Consolidated Balance Sheets for the fiscal years ended December 31, 1998 and 1997 .......... 41 
Consolidated Statements of Earnings for the fiscal years ended December 31, 1998, 1997 

and] DOG Testa sere ile Wine nai car eee oen chs ines deaets a Sraneta eck i ER xed -alloranore eid fying eed deme 42 
Consolidated Statements of Shareholders’ Equity (Deficit) for the fiscal years ended 

December 3b 998e 99 F:4ndel 996 wav. b ae bie Dic eee 4 Se Ee peas ocee 43 
Consolidated Statements of Cash Flow for the fiscal years ended December 31, 1998, 1997 

and [QOGE : Siete ey en Ones ee A eA ab, Oeics, Wi TC ee ee ee iss 44 
Notesito therGouselidated: Fmancials Statements sly ta .. 2 oeGe. ae ere aioe the ek. eR 45 


Item 14(a)2. Financial Statement Schedule 


The Financial Statement Schedule appears on page 82 of this Form 10-K. 


Item 14(a)3. List of Exhibits 


Exhibit 
Number Description 
Sale Articles of Amalgamation of Lincoln Waste Management Inc. (previous name of the 


Registrant) dated April 15, 1991 
ele Articles of Amendment of the Registrant dated June 26, 1991 
koe Articles of Amendment of the Registrant dated July 10, 1991 
3.4* Articles of Amendment of the Registrant dated May 22, 1997 
se Bylaws of Lincoln Waste Management Inc. (previous name of the Registrant) dated August 16, 
1990 
Anis Indenture dated as of June 1, 1989, 744% Convertible Subordinated Debentures due 2014 
between Allwaste, Inc. and Texas Commerce Trust Company of New York 
4.2 First Supplemental Indenture dated as of July 30, 1997 supplementing and amending the June 1, 
1989 Indenture 
4.3* Specimen of Common Stock Certificate 
10.1* 1991 Stock Option Plan 
10.2* 1997 Amended and Restated Stock Option Plan 
10.3+ Credit Agreement dated as of August 11, 1997 among Philip Services Corp., Philip 
Environmental (Delaware), Inc., Canadian Imperial Bank of Commerce, Bankers Trust 
Company, Dresdner Bank of Canada, Dresdner Bank AG/New York/New York Branch), Royal 
Bank of Canada and the various persons from time to time subject to the Credit Agreement as 
Lenders 
10.4* Amending Agreement No. 1 to the Credit Agreement dated as of August 11, 1997 among Philip 
Services Corp., Philip Services (Delaware), Inc. and Canadian Imperial Bank of Commerce 
made as of October 31, 1997 
10.5* Amending Agreement No. 2 to the Credit Agreement dated as of August 11, 1997 among Philip 
Services Corp., Philip Services (Delaware), Inc. and Canadian Imperial Bank of Commerce 
made as of February 19, 1998 
10.6** Amending Agreement No. 3 to the Credit Agreement dated as of August 11, 1997 among Philip 
Services Corp., Philip Services (Delaware), Inc. and Canadian Imperial Bank of Commerce 
made as of June 24, 1998 


78 


Exhibit 
Number 


LOLT*#E 


10.8 


10.9 


10.10 


21 
Zi 


Description 


Amending Agreement No. 4 to the Credit Agreement dated as of August 11, 1997 among Philip 
Services Corp., Philip Services (Delaware), Inc. and Canadian Imperial Bank of Commerce 
made as of October 20, 1998 

Amending Agreement No. 5 to the Credit Agreement dated as of August 11, 1997 among Philip 
Services Corp., Philip Services (Delaware), Inc. and Canadian Imperial Bank of Commerce 
made as of December 4, 1998 

Lock-up Agreement dated as of April 5, 1999 among Philip Services Corp. and certain lenders 
of Philip Services Corp’s lending syndicate. 

Proceeds Agreement dated as of April 5, 1999 among Canadian Imperial Bank of Commerce, in 
its capacity as Administrative Agent, Philip Services Corp. and certain subsidiaries of Philip 
Services Corp. 

Subsidiaries of the Registrant 

Financial Data Schedule 


+ Incorporated by reference to the exhibits filed with the Company’s Registration Statement on Form S-1 
(Registration Statement No. 333-36549). 


* Incorporated by reference to the exhibits filed with the Company’s Annual Report on Form 10-K/A 
Amendment No. 2 for the fiscal year ended December 31, 1997. 


** Incorporated by reference to the exhibits filed with the Company’s Quarterly Report for the three months 
ended June 30, 1998. 


*** Tncorporated by reference to the exhibits filed with the Company’s Quarterly Report for the three months 
ended September 30, 1998. 


Item 14(b). 


Form 8-K dated April 24, 1998 relating to the Company’s press release in relation to its financial 
statements for the fiscal year ended December 31, 1997. 


Form 8-K dated November 18, 1998 relating to the Company’s press release in relation to its response to 
a Schedule 13D filed by Carl Icahn of High River Limited Partnership. 


Form 8-K dated November 23, 1998 relating to the Company’s press release in relation to a Standstill 
Agreement the Company entered into with High River Limited Partnership, among others, as well as a Letter 
of Intent the Company signed with Soave Enterprises, LLC, among others. 


Form 8-K dated January 12, 1999 relating to the Company’s press release in relation to a negotiated term 
sheet with a sub-committee of the Steering Committee of the Company’s lending syndicate. 
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SIGNATURE PAGE 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the 
Company, has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 


PHILIP SERVICES CORP. 


By: /s/_ ALLEN FRACASSI 


Allen Fracassi 
Interim Chief Executive Officer 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below 
by the following persons on behalf of the registrant and in the capacities and on the dates indicated. 


Signature Title Date 
/s/ PHILLIP WIDMAN Executive Vice President April 27, 1999 
Phillip Widman and Chief Financial Officer 
/s/ ALLEN FRACASSI Interim Chief Executive April 27, 1999 


Allen Fracassi Officer and Director 


/s/ Roy CAIRNS Director April 27, 1999 
Roy Cairns 
/s/_ HAROLD FIRST Director April 27, 1999 


Harold First 


/s/ PETER GREEN Director April 27, 1999 


Peter Green 


/s/ WILLIAM E. HAYNES Director April 27, 1999 
William E. Haynes 


/s/ RoBERT L. KNAUSS Chairman and Director April 27, 1999 
Robert L. Knauss 


/s/ FELIX PARDO Director April 27, 1999 
Felix Pardo 


/s/ HARLAND A. RIKER Director April 27, 1999 
Harland A. Riker 


/s/ DERRICK ROLFE Director April 27, 1999 
Derrick Rolfe 
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Signature 


/s/ ARNOLD S. TENNEY 
Arnold S. Tenney 


/s/ HERMAN TURKSTRA 
Herman Turkstra 
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Director 


Director 


Title 


Date 


April 27, 1999 


April 27, 1999 


Philip Services Corp. 
Valuation and Qualifying Accounts 


Schedule II 


Column A Column B Column C — Addition Column D Column E 
Balance Charged to Charged to 
Beginning of costs and other Balance, End 
Description Period expenses accounts (1) Deductions (2) of Period 


Allowance for Doubtful accounts 


December ll 99 See. eee (17,650,690) (28,826,724) 104,090 21,977,260 (24,396,058) 
Decembert3 =) 99 fae nee tee ee (5,059;268) (5,050,801) " (13;652,894) "6.112273" (1726501690) 
December 35199 Gare era (59105782) (1 239,873) (728,809) 820,196 (5,059,268) 


(1) Opening balances in companies acquired in the year net of closing balances of companies sold in the year. 


(2) Write-off of uncollectible accounts. 
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